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ADVERTISEMENT 




Cyberattacks — attacks on computer 
systems — are a serious issue, making the 
headlines on an almost daily basis. The 
number of cyberattacks mounted by 
professional criminals, and even by nations, 
continues to increase, along with their 
sophistication and resultant severity, and 
this trend shows no sign of stopping. 
According to a report from McAfee and the 
Center for Strategic and International 
Studies, cybercrime costs U.S. companies 
$100 billion annually— the equivalent of 
roughly 500,000 (obs — and adds up to a 
yearly global cost of over $500 billion. 

Highly publicized Incidents such as the 
2013 Target data breach, where account 
details of 40 million of the retail chain's 
customers were stolen, and the hacking and 
disclosure of confidential information 
belonging to Sony Pictures, as well as the 
recent U.S. government leak, where records 




containing personal information of over 20 
million government employees were stolen 
from the Office of Personnel Management, 
have brought the problem to the forefront of 
public attention. 

Even after a breach is known to have 
occurred, it is hard to maintain business 
continuity while implementing prompt 
countermeasures against possible further 
damage. The 2014 Heartbieed bug affected 
some 500,000 servers around the world, and 
despite a patch being made available for this 
vulnerability within a week, three months 
later it was reported that 300,000 servers 
were still vulnerable, mainly due to a lack of 
efficient remediation tools. 

The risks to corporate victims of 
cybercrime Include reputational risk, resulting 
from loss ol trust, and operational risk, where 
operations may be compromised or even 
suspended. An attack may Involve the loss 
of confidential and proprietary information, 
which may lead to financial risk. 

Perhaps worst of all, says Jun Goto, 
Senior Manager of NEC Corporation's Cyber 
Security Strategy Division, many organizations 
have no idea that they have been attacked 
until the damage has been done. 

Firewalls are not enough 

With the proliferation of devices 



connected to the Internet, such as PCs, 
servers, network appliances and mobile 
devices, the "attack surface"— the number of 
possible points where cyberattacks can 
originate — continues to expand. With this 
increased attack surface comes increased 
complexity, and increased time needed to 
discover the points of unauthorized entry, 
and to issue appropriate software patches to 
correct the situation. Not only is more time 
needed, but a high level of technology and 
the expertise needed to make It work are 
also necessary to implement an adequate 
degree of cybersecurity, and to mitigate 
attacks. 

Even after rigorous measures are 
implemented, the most advanced security 
measures may still let through over 30 
percent of attacks, which may end up 
halting an enterprise's operations. No 
wonder, says Goto, that cybersecurity Is not 
simply the IT department's problem; senior 
management will find that these issues affect 
them, as well. 

NEC and partners look ahead 

Being proactive is the order of the day. 
Rather than playing catch-up and merely 
responding to threats from the bad guys, 
NEC takes a proactive approach, using 
intelligence from a variety of sources around 



Jun Goto, 

Cyber Security Strategy Division, 
NEC Corporation 
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the world to Identity potential vulnerabilities 
in systems and applications, and threats to 
these systems. A primary information source 
is NEC partner Norse Corporation, a leading 
threat intelligence company that collects 
and analyzes 200 terabytes ot cyberattack 
information daily. 

As vulnerabilities are discovered, NEC's 
professional security analysts determine which 
security patches should be distributed, and 
NEC's solution pushes these and other threat 
intelligence items to system administrators, 
where they are displayed on a dashboard, 
and can then be applied. 

Removing rotten apples from the barrel 

As Goto points out, threat intelligence 
on its own is not enough to make a system 
secure. System administrators need to act 
on information In a speedy manner before 
hackers can do damage, or, If a virus or 
other malware has already infected the 
network, to isolate the affected parts of 
the network. 

Typically, if malware Is discovered in a 
complex network, it may take several weeks 
to recover from an attack, while scanning ihe 
entire system for the affected software and 
applying patches. Even as an affected 
organization gets back on track, there may 
be a resulting financial loss, as well as loss 



of trust. Reconfiguration of a complex, 
multilayered network is a task demanding 
expert resources, as well as time. 

The NEC Cyber Security platform 
provides an effective way to act on the 
intelligence provided. As an innovative 
company with over 20 years of experience in 
the security field, working with law 
enforcement agencies around the world, 
and as a leading supplier of enterprise 
full-service solutions, NEC offers distinct 
security advantages. 

In 2013, NEC discovered a network 
vulnerability that could have led to disaster, 
but was relatively easy to patch. However, 
discovenng which PCs or servers around the 
world required the patch was another 
problem — or would have been. If It had not 
been for the deployment of NEC's solution 
that allowed administrators to apply patches 
within an hour to 180,000 machines. Such 
proactive features dramatically reduce the 
workload of administrators. Even when 
offending malware has erased itself after 
doing Its nefarious work, Ihe NEC solution is 
able to identify its traces and take 
appropriate countermeasures. 

NEC’s Software-Defined Networking 
(SDN) solutions, currently deployed in 
hundreds of installations, provide 
automated control of complex networks. 



When malware is detected and a notice is 
sent, the administrator can press one 
button on a screen to isolate infected 
segments instantly, using the intelligence 
built into the SDN appliances. 

NEC works with others to make a safer world 

NEC's skills end leadership in the field 
are recognized internationally. INTERPOL 
and NEC signed a partnership agreement, 
recognizing that both INTERPOL and NEC 
can draw on one another's strengths to 
meet the digital crime challenges of today 
and tomorrow. 

NEC continues to expand cybersec urtty 
operations worldwide. Security Operations 
Centers have been established in Japan, 
Singapore. Australia and Brazil, providing 
peace of mind and security, and helping to 
create safer cities and societies. And NEC 
continues to develop and expand its fight 
against cybercrime. Additional security 
operations centers are planned for other 
countries to enable NEC to offer a full-coverage 
global service, no matter where in the world 
Its clients may be operating. 

Hugh Ashton 



Learn more: > http://www.nec.com/cybersecurity 



\0rchestrating a brighter world |^| K~~ 











TUNE UP 

YOUR TRADING STRATEGY 
WITH EXPERT INSIGHTS. 



Traders’ Summit is your opportunity to learn from the best. This 
event will feature Andy Serwer, one of the world's leading business 
journalists, and a panel discussion with Fidelity and financial experts. 
They’ll discuss how innovation in business can create future trends 
that will affect the market. You can gain valuable insights and have a 
chance to put what you learn into action with on-site tool demonstra- 
tions and one-on-one access to our experienced professionals. 




LOS ANGELES 



Tuesday, October 6, 2015 
11 a.m. - 3 p.m. 

JW Marriott, Los Angeles 

Register to attend in person at 
Fidelity.com/TradersSummit 

or for an online webcast at 
Fidelity.com/TradersSummitonline 




Images are for illustrative purposes only. 

Fidelity Brokerage Services LLC, Member NYSE, SIPC. © 2015 FMR LLC. All rights reserved. 735983.1.0 





Bloomberg 

Businessweek 

Contents 



If 



!“To make ! 




their dreams 







sweat 



and 



perseverance 






Most Chinese girls, because 



the economy is developed 



and the quality of life is high, 



ac 



3 disciplines 




“The best 
interface 
is no 

interface” 

p50 



“Well, that’s sort 
of ironic that you’re 
firing me, given that you 
were involved in it 
up to your eyeballs” 

p54 



“I’m a superdandy, 
but obviously 
I can’t go to a 
construction site 
in Armani pants” 

p79 







COVER: ANDREW PARSONS/I-IMAGES/POLARIS; COVER TRAIL: ANDREW COWI E/AFP/GETTY IMAGES 



Bloomberg 

Businessweek 

September 21 — September 27, 2015 




Opening Remarks After the Iran deal, the pro-Israel lobby may have to rethink bipartisanship io 
Bloomberg View Partition Syria to save it • To reform campaign finance, fix the FEC 12 



o 

“The cover story is about a derivatives 
trader who manipulated Libor.” 



Global Economics 



‘I have no idea what you just said, 
but I’m already bored to tears.” 



President Xi’s tale of two Washingtons 14 

Playing house could buoy the recovery 16 

Germany looks to refugees to reverse a shrinking workforce 16 

There’s still gold in Africa 18 

Outlook: More nations are on S&P’s negative list 20 



Companies/Industries 

Behind the glitter, this Chinese girl band is all business 

Wal-Mart’s suppliers feel pinched 
Theater owners have another reason to hate Netflix 
Makers of convertibles steer toward the very rich 
Briefs: HP shrinks; UPS looks to bulk up for the holidays 




Politics/Policy 

Conservatives recoil as John Boehner and Nancy Pelosi play kissy-face 

Afghan immigrants ask a Marine contractor to pay them what they say they’re owed 
Job opening: $672,676. But you’ve got to know something about accounting 
Big donors turn a cold shoulder to an anti-gay Republican 
Charlie Rose talks with U.S. Supreme Court Justice Stephen Breyer 

Technology 

Apple embraces ad blocking— and the Web cringes 

Baidu wants to sell you services and stuff. Investors will have to wait 
A hitchhiker’s guide to the anti-Uber 

Germany heeds the call of the industrial Internet 

Innovation: An algae-based treatment to quickly stop bleeding 



Markets/Finance 

Taxing times for Yahoo! and its Alibaba shares 

A mobile banking alternative in Japan: Bank branches 
Junk bonds are looking junky 
A safer Swiss haven: Safe-deposit boxes 

Bid/Ask: Japanese meatpackers merge; an Epiphany for Larry Ellison 



Focus On/Design 

Icon creators are in demand as devices of all sizes proliferate 

Maybe you don’t need an app for that 

Starchitects reinvent New York’s Chelsea neighborhood 

Floating solutions for dockside slums 



22 

24 

25 

25 

26 

29 

30 

31 

32 

33 



35 

36 

37 

38 

39 



41 

42 

43 

44 
46 



49 

50 

51 

52 



Features 

Tommy Chocolate’s Secret Outsider Tom Hayes became the Libor market’s ultimate insider 54 
Not Lovin’ It Why a 50-year veteran of McDonald’s sold his franchises 64 



Etc. 

The Muppets come back to TV. This time, they’re online dating 71 

The Critic: Can spring break chain Senor Frog’s succeed in New York City? 74 

Workouts: Combo exercise classes to add to your fitness routine 75 

Travel: Seven destinations for early-fall vacations 76 

Branding: The rise of the “friendly” logo— for Google, banks, and many, many startups 78 

What I Wear to Work: Hitting the construction site in virgin wool and Ray-Bans 79 

How Did I Get Here? Personal finance expert Suze Orman used to be the fastest waitress around 80 



“Did you read the story?” 

“It’s sooo long.” 

“Give it a try, just this once.” 

“If you insist.” 

(Two hours later) 

“WOW, that’s insane. Super nuts. 
Is that true about the blanket?” 

“Maybe let’s focus on the cover.” 

\/ 

O “Big money, 
big type.” 

“The headline’s 
a little 
confusing.” 



v 

0 “Dark and 
moody.” 

“It’s very moody, 
but I can’t read 
any of that.” 



v 







© “Back to 
color, with pink 
type.” 

“Better, but 
could be 
simplified.” 











AIRFRANCE f 

FRANC! DS [N TO1 AIR 



iA»(' 





A BREATHTAKING NETWORK 

1,000 destinations thanks to one of the largest networks 
in the world with KLM and our SkyTeam partners. 



AIRFRANCE KLM 



AIRFRANCE.US 



SK V 



Index 

People/Companies 




A 

ABC (DIS) 72 

Abe, Shinzo 51 

Adams, Amy 72 

AdBlock 35 

Adesina, Akinwumi 18 

Adobe Systems (ADBE) 35 

Ajisen 36 

Al-Assad, Bashar 12 

Albright Stonebridge Group 14 
Alibaba Group Holding (BABA) 
14, 36, 41 

Altera (ALTR) 41 

Altman, Edward 43 

Amalgamated Bank 78 

Amazon.com (AMZN) 25, 26, 

35, 36 

Amgen (AMGN) 46 

Andres, Mike 66 

Anheuser-Busch InBev (BUD) 
26 

Apple (AAPL) 14, 35, 38, 49, 50 
AT&T (T) 32, 38 

B 

B. Riley 41 

Baidu (BIDU) 14, 36 

Bank of America Merrill 
Lynch (BAC) 43 

Bank of Tokyo- 

Mitsubishi (MTU) 42 

Barclays (BCS) 56 

Bezos, Jeff 26 

BGC Financial (BGCP) 41 

Biggby Coffee 66 

Blackstone Group (BX) 42 

Bloch, Ethan 50 

Blue Origin 26 

BMW (BMW:GR) 25 

Boehner, John 29 

Boeing (BA) 14 

Bogle, Jack 31 

Booker, Cory 10 

Breeden, Richard 31 

Breyer, Stephen 33 

Broadcom (BRCM) 37 

Bucherer 44 

Bulgari 44 

Burger King (QSR) 66 

BurgerFi 66 

BuzzFeed 35 




C 



Carlyle Group (CG) 18 

Carmike Cinemas 25 

Cartier (CFRrVX) 44 

Casper 78 

Chevrolet (GM) 25 

Chick-fil-A 66 

Chigwende, Marlon 18 

China Market Research Group 
22 

Chipotle (CMG) 66 

Cicconi, James 32 

Cisco Systems (CSCO) 38 
Citigroup (C) 18, 56 

CityRow 75 

Clinton, Hillary 12 

Coca-Cola (KO) 78 

Colbert, Stephen 37 

Cook, Tim 14, 35, 49 

Cooper 50 

Cruz, Ted 10 

Cubbage, Gabriel 35 

D 

Daimler (DAhGR) 16 

Darin, Roger 56 



De Blasio, Bill 


74 


Deloitte 


18, 32 


Dentsply (XRAY) 


46 


Deutsche Bank (DB) 


56 


Dezima Pharma 


46 


Diamond Hill Capital 




Management 


43 


Dianping.com 


36 


Didi Kuaidi 


36 


Digit 


50 


Doty, James 


31 


Duhnke, William 


31 


Durbin, Richard 


10 


Dynegy (DYN) 


56 



E 



Easterbrook, Steve 


66 


EBay (EBAY) 


37 


Elba, Idris 


25 


Ellison, Larry 


46 


Enea 


46 


Ernst & Young 


18,32,37 


Eyeo 


35 



F 



Facebook (FB) 49, 50, 78 


Faida, Till 


35 


Ferguson, Lewis 


31 


Ferrari (FCAU) 


25 


Five Guys Burgers & Fries 


66 


Ford Motor (F) 


25 


Foster, Norman 


51 


Franklin Templeton 




Investments 


18 


Fridson, Martin 


43 



G 

Garrett, Scott 32 

Garzik, Jeff 37 

Gates, Bill 14 

Gehry, Frank 51 

General Electric (GE) 18, 38 

Gensler, Gary 56 

Gestisafe 44 

Gett 37 

Glenview Capital Management 
66 

Goldman Sachs (GS) 32, 56 

Google (GOOG) 35, 37, 38, 49, 



78 

Gottheimer, Josh 32 

Grafera, Alexa 49 

Graham, Lindsey 10 

Groupon (GRPN) 36 

H 

HackerOne 26 

Hadid, Zaha 51 

Hayes, Tom 56 

Heitkamp, Heidi 10 

Helios Investment Partners 18 
Hennes & Mauritz (HMB:SS)26 
Hewlett-Packard (HPQ) 26 
Hitachi (6501:JP) 38 

Holder, Eric 56 

Hoover, Ryan 50 

Horizon Media 72 

Hoyer, Steny 10 

HSBC (HSBC) 56 

I 

IBM (IBM) 38 

Iconfactory 49 

IHS (IHS) 25 

In-N-Out Burger 66 

Inditex (ITX:SM) 26 

Innovation Works 22 

Instacart 26 

Intel (INTC) 38 

I Research 36 

Itoham Foods (2284: JP) 46 

J 

Jamba (JMBA) 66 

Jarvis, Al 66 

Javelin Strategy & Research 42 
JD.com (JD) 14, 36 

Jefferies (LUK) 36, 42 



JPMorgan Chase (JPM) 32, 56 
Juniper Research 42 



K 



Kalanick, Travis 


36, 37 


Kantar Retail (WPPGY) 


24 


Kare, Susan 


49 


KDDI (9433:JP) 


42 


Kellogg (K) 


18, 46 


Ketchum, Richard 


31 


KFC (YUM) 


66 


King, Jonathan 


25 


Knapp, Helaine 


75 


Konami (9766:JP) 


22 


Koolhaas, Rem 


51 


KPMG 


32,42 


Krishna, Golden 


50 


Krouham, David 


74 


Kushell, Bob 


72 


L 




Landmark Theatres 


25 


Landolina, Joe 


39 


Lehmann Livian Fridson 




Advisors 


43 



Leshi Internet Information & 
Technology (300104:CH) 22 

Lessig, Lawrence 12 

Levin, Sandy 29 

Levitt, Arthur 31 

Li, Robin 36 

Liu, Richard 14 

Lubelski Wegiel Bogdanka 46 
Lyft 37 

M 

Ma, Jack 14 

Mackie, John 18 

Macquarie (MQG:AU) 41 
Magic 50 

Maheux, Gedeon 49 

Mantia, Louie 49 

Marriott International (MAR) 18 
Mayer, Marissa 41 

McCaskill, Claire 10 

McDonald’s (MCD) 66 

McGonagle, Vince 56 

McKinsey 38 

MCKL 78 

McSpedon, Sharon 75 

Meadows, Mark 29 

Menendez, Robert 10 

Mercedes-Benz (DAhGR) 25 
Merkel, Angela 16 

Micheli, Bonnie 75 

Microsoft (MSFT)14, 26, 32, 41, 
49 

Miles, Amy 25 

Mobius, Mark 18 

Morgan Stanley (MS) 18 
Mueller-Oetvoes, Torsten 25 
Multipro 46 

Mulvaney, Mick 29 




N 



Nayssan Properties 79 

Nayssan, Jay Ezra 79 

Netflix (NFLX) 25, 72 

New York Times Co. (NYT) 35 
Newmarket Press (NWSA) 80 
Nielsen (NLSN) 50 

9you.com 22 

Nordea Bank (NDA:SS) 16 
Nouvel, Jean 51 

Nuomi.com 36 



Obama, Barack 


10, 31,56 


Obie, Steve 


56 


Olthuis, Koen 


52 


Ordolii, Stiliano 


44 


Orman, Suze 


80 


Oscar 


78 


O’Leary, Peter 


56 


O’Malley, Martin 


12 


P 





PageFair 35 

Panera Bread (PNRA) 66 

Parakeet 49 

Paramount Pictures (VIA) 36 
Park, Robertson 56 

Participant Media 25 

Paulson, Henry 14 

Pelosi, Nancy 10, 29 

Pentagram 78 

PepsiCo (PEP) 22 

Piano, Renzo 51 

Pieri, Mike 56 

Pilates Barre 75 

Piloxing Academy 75 

Pinterest 49 

Piper Jaffray Investment 
Research (PJC) 72 

Pitt, Brad 25 

Pivotal Research Group 41 
Pizza Hut (YUM) 66 

Porsche (VOW:GR) 26 

Porter, Chris 56 

Prada (1913:HK) 78 

Prady, Bill 72 

PricewaterhouseCoopers 32, 
38 

Product Hunt 50 

Putin, Vladimir 12 

R 

Regal Entertainment 
Group (RGC) 25 

Reid, Harry 10 

Related 51 

Renault (RNChFP) 25 

Revolve Fitness 75 

Robbins, Larry 66 

Rolls-Royce (BMW:GR) 25 
Royal Bank of Canada (RY) 56 
Royal Bank of Scotland (RBS) 
56 

S 



SABMiller (SAB:LN) 26 

Sanders, Bernie 12 

SAP (SAP) 38 

Sarandos, Ted 25 

Scher, Peter 32 

Schumer, Chuck 10 

Segel, Jason 72 

Selldorf, Annabelle 51 

Senor Frog’s 74 

Shake Shack (SHAK) 66 



Shanghai Star48 Culture & 



Media 22 

Shelby, Richard 31 

Shoprite Holdings (SHP:SJ) 18 

Shred415 75 

Siemens (SIE:GR) 38 

Sirona Dental (SIRO) 46 

Skoll, Jeff 25 

Smashburger 66 

SoftBank Group (9984:JP) 41 

Solera (SLH) 46 

Sony (SNE) 22 

Standard & Poor’s (MHFI) 43 

Stanlib Asset Management 18 

Starboard Value 41 

Starbucks (SBUX) 66 

Subway 66 

Suneris 39 

Sunning 36 

Susquehanna Financial Group 
41 

Swiss Family Safe 44 

T 

Tao Ying 22 

Target (TGT) 26 

Tata (TTM) 46 

Tatitlek 30 

Technomic 66 

Tencent Holdings (700:HK) 22, 

36 

Tesla (TSLA) 26 

Tester, Jon 10 

Thursfield, Andrew 56 

Tolaram Africa Foods 46 

Trump, Donald 10 

Trumpf 38 

Twitter (TWTR) 37, 41, 49 

U 

Uber 36, 37 

UBS (UBS) 42, 56 



Union Square Ventures 50 
United Parcel Service (UPS) 26 



V 



Vanguard Group 


31 


Verizon Communications (VZ) 41 


Vista Equity Partners 


46 


Volcker, Paul 


31 


Volkswagen (VOW:GR) 


25 


W 




Wal-Mart Stores (WMT) 


24 


Walt Disney (DIS) 


35,72 


Wang Zijie 


22 


Wasserman Schultz, Debbie 




10 


Waterstudio 


52 


WeChat 


50 


Weinstein Co. 


25 


Wendy’s (WEN) 


66 


White, Mary Jo 


31 


Wiese, Christo 


18 


Williamson, Deborah 


75 


Wyden, Ron 


10 


X 




Xi Jinping 


14 


Y 




Yahoo! (YHOO) 


41 


Yoga Body Boot Camp 


75 


Yonekyu (2290JP) 


46 


Z 




Zetsche, Dieter 


16 


Zhang Yaqin 


14 


Zluf, Shay 


37 


Zumba Fitness 


75 



How to Contact 
Bloomberg Businessweek 

Editorial 212 617-8120 Ad Sales 212 617-2900 

Subscriptions 800 635-1200 

Address 731 Lexington Ave., New York, NY 10022 

E-mail bwreader@bloomberg.net 

Fax 212 617-9065 Subscription Service 

PO Box 37528, Boone, IA 50037-0528 

E-mail bwkcustserv@cdsfulfillment.com 

Reprints/Permissions 800 290-5460 xlOO or 

businessweekreprints@theygsgroup.com 

Letters to the Editor can be sent by e-mail, fax, 
or regular mail. They should include address, phone 
number(s), and e-mail address if available. 
Connections with the subject of the letter should 
be disclosed, and we reserve the right to edit for 
sense, style, and space. 



PHOTOGRAPH BY AMY LOMBARD FOR BLOOMBERG BUSINESSWEEK: COOK, MAYER: DAVID PAUL MORRIS/BLOOMBERG (2) 





This cloud stands up 4 

to any storm. 

Microsoft Azure scales to enable AccuWeather 
to respond to 10 billion requests for crucial 
weather data per day. This cloud rises to the 
challenge when the weather is at its worst. 



This is the Microsoft Cloud. 



learn more at microsoftcloud.com 



Microsoft Cloud 






Opening 

Remarks 



How 

Obama 

Out- 

Muscled 

Aipac 

By Eli Lake and Josh Rogin 



The pro-Israel lobby based 
its power on bipartisan 
influence. That didn’t work 
well in the deeply partisan 
fight over Iran 



Senator Richard Durbin is on a long list 
of Democrats who have dismayed the 
American Israel Public Affairs Committee. 
The same Richard Durbin who owes his 
political career to Aipac. In 1982, Aipac 
members supported Durbin, then an 
obscure college professor, against Paul 
Findley’s campaign for reelection to the 
House as retribution for Findley’s outspo- 
ken advocacy on behalf of the Palestine 
Liberation Organization. In 2015, Durbin 
not only supported the president’s Iran 
agreement against Aipac’s wishes, he also 
helped organize his fellow Democrats 
to defend it. “He has been a great disap- 
pointment to the pro-Israel community,” 
says Morris Amitay, a former executive 
director of Aipac. 

Other disappointments include Steny 
Hoyer of Maryland, the House minority 
whip, who led this year’s Aipac-funded 
trip of House Democratic freshmen to 
Israel; and New Jersey Senator Cory 
Booker, who was an early sponsor of 
Iran sanctions legislation when he got to 
Congress. Earlier in the summer, Aipac’s 
leaders believed it was possible to win the 
support of red state Democratic senators 
such as Montana’s Jon Tester, Missouri’s 
Claire McCaskill, and North Dakota’s Heidi 
Heitkamp. (Republicans didn’t need to be 
persuaded to vote against Obama.) In the 
end, all of those Democrats supported the 
Iran agreement, and even helped block a 
vote on a resolution in the Senate to for- 
mally disapprove it. 

These kinds of defeats aren’t sup- 
posed to happen to Aipac. Over the past 
30 years, the organization has grown into 
the most powerful foreign policy lobby 
in Washington. Its fundraising prowess 
is fearsome. In a 2013 filing with the IRS, 
Aipac and a sister organization-the group 
that funds trips to Israel for members of 
Congress-recorded more than $70 million 
in contributions. Aipac also raised 
$30 million for a group that ran anti-deal 
television, radio, and Internet ads through- 
out the country this summer. Its initiatives, 
particularly on Iran sanctions, passed 
Congress with bipartisan, near unanimity 
in 2010 and 2012, over initial White House 
objections. It’s had success in securing 
military aid for Israel. On this, Obama has 
done more than his predecessors, financ- 
ing the development of Israel’s Iron Dome 
rocket defense system on top of the annual 
$3 billion U.S. subsidy to the country. 

Obama, however, is also one of the 
reasons Aipac couldn’t stop the Iran deal: 
Democrats feared the president more 
than they feared the pro-Israel lobby. 
“Aipac went to the Democrats and said, 
‘We need your help as a friend.’ Obama 
said, ‘If you cross me you are going to 
make an enemy of my machine forever,’ ” 




says South Carolina Republican Senator 
Lindsey Graham. “It’s one thing to lose 
an old friend, it’s sad. But you think twice 
before you make a new enemy.” 

As it battled the deal, the organiza- 
tion never suspended its “friendly incum- 
bent” rule, the implicit pledge that Aipac 
members wouldn’t direct pro-Israel dona- 
tions to the opponents of lawmakers 
who have supported Israel. Several pro- 
Israel lobbyists and lawmakers say at no 
point in Aipac’s lobbying campaign did 
the organization directly threaten polit- 
ical retribution against Democrats who 
voted with Obama. Representative Debbie 
Wasserman Schultz, who as head of the 
Democratic National Committee backed 
the deal, told reporters: “Nobody in 
Aipac or anywhere directly threatened 
me.” Greg Rosenbaum, chairman of the 
National Jewish Democratic Council and 
a member of Aipac’s Senate Club, for indi- 
viduals who pledge to give at least $10,000 
per year to pro-Israel candidates, said 
some Democrats “got a distinct impres- 
sion that their funding would take a hit” 
from Jewish groups. But they didn’t fear 
a funded effort to unseat them. 

The pro-deal lobbyists were more 
vocal and much more explicit in turning 
this into a loyalty-to-Obama issue. While 
the White House didn’t make threats 
directly, a litany of groups did. Senators 
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Chuck Schumer of New York and Robert 
Menendez of New Jersey, two Democrats 
who oppose the deal, were featured on a 
truck-mounted billboard in New York City 
sponsored by MoveOn.org calling them 
“Most Likely to Start a War.” A pro-deal 
group known as Credo-Action derided 
Schumer as “warmonger Chuck” and 
called for blocking his path to becom- 
ing the party’s leader in the Senate upon 
the retirement of Harry Reid. As the Wall 
Street Journal reported, the White House 
in 2014 teamed up with the Ploughshares 
Fund-an antiwar foundation that spent 
more than $7 million in the last four years 
fighting anti-deal groups-to make the case 
for an Iran agreement. 

The unprecedented level of personal 
engagement by the president, his senior 
staff, and several top cabinet officials and 
the amount of pressure from the admin- 
istration plus its allies dwarfed whatever 
effort Aipac could mount. “My impression 
is that the administration did in support 
of pursuit of the deal what it has not done 
on any other issue, including Obamacare,” 
says Menendez. “When you make a call to 
arms and you don’t control what people 
who you call to arms say and do, you cer- 
tainly have some responsibility.” 

Administration officials who lobbied 
lawmakers on the deal said the activ- 
ism by pro-deal groups had the effect 



of neutralizing whatever implicit threat 
senators and representatives might have 
detected from Aipac’s lobbying. Joel 
Rubin is president of the Washington 
Strategy Group and until recently the 
State Department’s legislative liaison to 
the House. A supporter of the deal, he 
says that if Aipac had made the argument 
“we will primary you”-that is, work to 
unseat a lawmaker-then “the emergence 
of money on the pro-deal side may have 
made it a trade-off, leveled the playing 
field, and gave political space to members 
to focus on the merits.” 

Aipac was also unable to find any 
Democratic leaders to push for votes 
against the deal. The White House could 
count on Minority Leader Nancy Pelosi 
in the House, and Durbin and Minority 
Leader Reid in the Senate. By contrast, 
Schumer did not press his colleagues to 
see things his way. “Pelosi and Durbin 
were whipping votes on this. Who was 
whipping votes among the Democrats 
against the deal? Nobody,” says Dan 
Senor, a former adviser to Republican 
presidential candidate Mitt Romney who 
worked with some groups opposing the 
deal. “The pro-Israel movement didn’t 
have an inside play on this.” 

And just as Aipac was scrounging 
for two more Democratic senators to 
vote against a filibuster in the Senate, 



Most Democrats realized 
that, on this issue, they 
feared Obama more than 
they feared Aipac 



Republican presidential hopefuls Donald 
Trump and Texas Senator Ted Cruz head- 
lined a rally on the steps of the Capitol- 
making opposition to the deal look even 
more partisan to wavering Democrats. 

Aipac’s traditional strength has been its 
bipartisan generosity. Its members raised 
and donated money to Republicans and 
Democrats. But that ability to straddle 
both parties made Aipac less nimble in 
the partisan battle over the deal and its 
aftermath. Steve Rosen, a former foreign 
policy director for Aipac, put it like this: 
“Aipac’s enormity imposes constraints.” It 
can’t really write off Democratic deal sup- 
porters such as Wasserman Schultz and 
Senator Ron Wyden of Oregon. Many pro- 
Israel lobbyists say it’s entirely unrealistic 
to expect Aipac to punish every Democrat 
who voted with Obama. They will still 
need Democratic votes for the remain- 
der of Obama’s term on any number of 
bills designed to deter bad Iranian behav- 
ior and support Israel. 

But retribution may still occur. If Aipac 
is perceived as toothless, many top donors 
may choose to give elsewhere. Since the 
Supreme Court overturned many of the 
rules on political giving in the 2012 Citizens 
United case, Rosen predicts, “There is likely 
to be some nonattributable super PAC 
activity to go after some Democrats, but 
not everyone who crossed them.” It will 
be those super PACs that will target the 
new Paul Findleys. 

The question for Aipac now is navigat- 
ing its relationship with the Democratic 
Party. Will there be a place inside Aipac’s 
big tent for Americans who think Obama’s 
deal enhanced Israel’s security? Or will 
Aipac cultivate the next Schumer and 
Menendez to take the seats of the likes of 
Tester and McCaskill? 

Rubin says that in the past, Aipac 
nurtured a “bipartisan framework” and 
“could take positions with minimal risks 
to its standing. But that’s not the case 
anymore.” To Rubin and Obama’s stron- 
gest supporters, Aipac is no longer a truly 
bipartisan organization. Menendez, too, 
sees the lobby’s dilemma. “If Aipac just 
wanted to be inside the tent with the 
administration, they could have taken a 
much easier road,” he says. “The problem 
is being inside the tent doesn’t get you 
what you need.” Aipac must now choose 
whether it should battle the friends who 
defied it or repair the friendships that 
frayed this summer. It cannot do both. © 
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How to Begin to End 
The Syrian War 

All parties need to realize that the 
country must be partitioned 




Europe’s refugee crisis has refocused attention on the horrors of 
the war in Syria and should rekindle diplomatic efforts to end it. 
But any such attempt needs to reckon with a stark reality: The 
partition of Syria is already happening. Any negotiation needs 
to be based on reality: No side in this war is in a position to win, 
and any proposal based on restoring central control across the 
country is illusory. 

A soft partition could square some diplomatic circles and 
help freeze at least part of the conflict. Syrian President Bashar 
al-Assad has already acknowledged that he can no longer control 
much of the country and has instead consolidated his forces 
around a defensible heartland. Kurds have established control 
over the areas they dominate and have driven out Islamic State. 
The situation in Sunni-controlled areas is much more complicated 
but not as hopeless as it’s sometimes portrayed. A coalition of 
non-Islamist rebels supported by Jordan, the U.S., and other 
allies has established itself in southern Syria at the expense of 
both the Assad regime and the al-Qaeda-linked Nusra Front. 

Although an agreement to solidify this soft partition wouldn’t 
immediately end the war, it could shorten it. It would give Assad’s 
exhausted forces and those of the internationally acceptable 
opposition-which have borne the brunt of Assad’s aggression- 
reason to honor a cease-fire. That, in turn, would make it pos- 
sible for cooperating rebels to turn their undivided attention to 
seizing territory from Islamic State and the Nusra Front. 

Recognizing Syria’s de facto partition would also enable 
outside powers to secure their core interests. It would make 
feasible a version of Vladimir Putin’s proposal to refocus the war 
on Islamic State, without that becoming code for a victory by 
Assad, Russia’s ally. It would enable the Shiite troops of Iran and 
Hezbollah to withdraw, satisfying Sunni Saudi Arabia. It would 
render more coherent, too, a U.S. policy that seeks to destroy 
Islamic State with the help of Sunni rebels-rebels whose first 
concern has been to fight Assad. 

Make no mistake: Reaching any kind of agreement would be 
enormously difficult. The conflict in Syria is at root a proxy war 



that pits Russia and Iran against the U.S., Turkey, and the Gulf 
states-with a wild card, in the form of Islamic State, thrown in. 
Russia is building a new air base in northern Syria, with a view 
to launching its own airstrikes. And inside the country, any 
formal partition remains a toxic concept. Even drawing lines 
for a cease-fire would be fraught, let alone resolving which side 
controls Aleppo, the Sunni suburbs of Damascus, or the border 
with the Israeli-controlled Golan Heights. 

Yet nothing else has worked. For months, if not years, nothing 
of substance has even been attempted. Meanwhile, Assad’s 
bombs continue to fall on civilians, Islamic State uses bases in 
Syria to menace Iraq, turmoil spills into Lebanon and Turkey, 
and refugees drown on their way to Europe. 



Getting Campaign 
Reform Backward 

Repairing the system must start with 
the Federal Election Commission 



The Democratic presidential candidates are trying to outdo one 
another with proposals to reform the campaign-finance system. 
Yet without one vital change, none will make a difference. 

Harvard professor Lawrence Lessig says that, if elected, he will 
resign as soon as his reforms are enacted. Hillary Clinton, Bernie 
Sanders, and Martin O’Malley want to appoint Supreme Court 
justices to overturn the Citizens United decision, which made it 
easier for corporations to spend money on political campaigns. 

Clinton has also called for a constitutional amendment over- 
turning high court rulings holding that campaign spending is a 
form of protected political speech. And she wants to institute a 
program matching small campaign donations with public funds. 
So do Lessig, Sanders, and O’Malley, who proposes a 6-to-t match: 
six public dollars for every private dollar raised, up to a limit. 

But an amendment would be meaningless, and matching 
funds disastrous, if the next president doesn’t first fix the Federal 
Election Commission. No agency better represents Washing- 
ton’s dysfunction. It is evenly divided between Democrats and 
Republicans-and is endlessly deadlocked. Candidates, parties, 
and independent groups have stretched the law with virtual 
impunity, but as the money spent on campaigns has increased, 
the FEC’s impotence has become all the more embarrassing. 

The FEC, as currently structured, is not capable of enforc- 
ing existing campaign regulations, never mind more restric- 
tive rules made possible by a constitutional amendment. Even 
more troubling is the prospect of the FEC overseeing a publicly 
funded matching program that would be subject to fraud and 
abuse. New York City has a 6-to-l matching program for munic- 
ipal offices, but it’s overseen by a nonpartisan board that hasn’t 
hesitated to fine candidates in both parties who break the law. 

The next Congress is not likely to pass a public financing law 
or a constitutional amendment limiting private spending. Nor 
is it likely to create a strictly nonpartisan enforcement agency. 
But before offering pie-in-the-slcy ideas, candidates might try a 
simpler solution: Fix the FEC first. © 
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► On his U.S. trip the Chinese leader wants a show of respect 

► “We are nation-states, so we have to do espionage” 



On his first state visit to the U.S., Chinese 
President Xi Jinping will have two goals: 
to reassure executives that China is still a 
good place to do business, and to secure 
for China the respect due a state equal 
in stature to the U.S. 

Xi arrives in Seattle on Sept. 22 and 
then heads to Washington, D.C., on 
Sept. 24. In Seattle, he’ll give a major 
policy address at a dinner organized 
by various U.S. -China trade groups and 
local and state officials. The Chinese 
president will join a roundtable dis- 
cussion hosted by former Treasury 
Secretary Henry Paulson. Xi will see 
Microsoft co-founder Bill Gates, 
Apple’s Tim Cook, and various top 
execs. Alibaba founder Jack Ma, Baidu 
President Zhang Ya-Qin, andJD.com 
founder Richard Liu will be in town. 



The president was invited to dine at 
Gates’s house, but he opted to attend 
a low-key reception for the Chinese 
community, according to one person 
familiar with the planning. Crammed 
into his stay will be a tour of a Boeing 
factory: The Chinese may announce 
some big orders. 

“The Seattle visit is primar- 
ily intended to reassure American 
businesses increasingly skeptical about 
China’s treatment of foreign com- 
panies,” says Jeffrey Bader, a senior 
fellow at the Brookings Institution 
who advised Obama on Asia policy 
during his first term. Xi will repeat 
that message in D.C., where he will be 
playing to a tougher crowd. Tensions 
over cybersecurity, disputed territory 
in the South China Sea, and China’s 
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arrests of rights activists have hurt 
the relationship. The U.S. government 
wants China to speed up its financial 
reforms so there’s no repeat of either 
this summer’s Chinese stock market 
crash or the poorly managed devalu- 
ation of the yuan-events that shook 
world markets. For its part, Beijing 
resents what it sees as U.S. efforts to 
slow China’s inevitable rise. 

“The relationship is not great and 
has been getting worse,” says Orville 
Schell, the Arthur Ross director of the 
Center on U.S. -China Relations in New 
York. Zhu Feng, a professor of interna- 
tional relations at Nanjing University, 
agrees. “A lot of things have piled up, 
and the stakes have never been higher 
to deal with these accumulated con- 
cerns,” he says. 

Xi will get an official welcome in 
Washington with the U.S. Army Old 
Guard Fife and Drum Corps perform- 
ing on the South Lawn, a meeting with 
the president in the Oval Office, and 
a state dinner at the White House. 
Yet the administration appears 
far from ready to treat China 
as an equal. “What with 
the U.S. economy doing 
better, with the energy 
renaissance, there is a 
sense that China needs to 
recognize that America 
is not at all in an equal 
position with it, that the 
U.S. is in the superior 




t 

position, and that China should take 
actions to mend the relationship,” 
says Douglas Paal, vice president for 
studies at the Carnegie Endowment for 
International Peace. “The Chinese are 
looking for validation of Xi Jinping as 
an important leader. But the American 
side is looking for very practical 
things,” he adds. 

These include progress in curbing 
cybercrime, protecting intellectual- 
property rights, securing broader 
access to China’s markets for U.S. busi- 
nesses, and reducing tensions in the 
South China Sea dispute, among others. 
“What’s been surprising to the Chinese 
government has been how specific the 
U.S. government has been about what 
they’d like to discuss and make prog- 
ress on,” says Amy Celico, a China 
expert and former official at the U.S. 
Department of State who’s now a princi- 
pal at the Albright Stonebridge Group, a 
consultant in Washington. 

Concerns about cyber espionage 
emanating from China reached a new 
high after a breach of the U.S. Office 
of Personnel Management exposed 
the records of some 20 million 
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current, former, and prospective 
federal employees. In August, U.S. 
officials privately told reporters that 
the government was preparing sanc- 
tions against Chinese companies and 
individuals who hack into corporate 
networks to steal commercial informa- 
tion. The sanctions would freeze the 
guilty companies’ or individuals’ finan- 
cial assets and block business transac- 
tions with them. Cyber attacks from 
China “are not acceptable,” President 
Obama said on Sept. 11 , speaking at 
Fort Meade in Maryland. Political ana- 
lysts see Obama’s comments and the 
reports of possible sanctions as a 
warning to the Chinese government. 

No one expects a breakthrough 
on the issue during Xi’s stay, 
despite meetings September 9-12 in 
Washington between Meng Jianzhu, 
a high-ranking member of the 
Communist Party and Xi’s special 
envoy, and an array of U.S. officials. 

“1 predict that in to years, nothing 
will have been resolved with cyber- 
security,” says Shen Dingli, Fudan 
University’s vice dean of its Institute of 
International Affairs. “We are nation- 
states, so we have to do espionage.” 

Chances that a bilateral investment 
treaty to provide open access to each 
other’s markets will be signed during 
Xi’s visit look slim, says Kenneth 
Lieberthal, a senior fellow at the 
Brookings Institution. More likely, he 
says, the two sides will announce incre- 
mental progress, with Beijing further 
narrowing its “negative list,” which 
specifies which Chinese industries are 
closed to foreign business. “China and 
the U.S. will continue to be the two big 
drivers of global growth,” says John ► 
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◄ Frisbie, president of the U.S. -China 
Business Council. “The question is 
whether U.S. companies will be able to 
access that growth in China.” 

Obama and Xi will probably tout 
progress on meeting joint climate 
change goals. Cooperation on non- 
proliferation in Iran and North Korea 
will be stressed, says Lieberthal. On 
a state visit, “everyone wants to get 
something really important done 
that shows that when the leaders get 
together, positive things happen,” he 
says. “But I don’t think this is one of 
those meetings.” 

— Dexter Roberts, Peter Robison, Nicole 
Gaouette, and Mike Doming 

The bottom line Cybersecurity tops a list of 
topics Obama wants to discuss with Xi Jinping, 
who is seeking recognition of China’s status. 
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Housing Could Prolong 
The U.S. Recovery 

► If demand returns to typical levels, 
a boom will follow 

► “Expansions are likely" when 
residential investment is low 

There’s a big reason to believe that the 
U.S. economy will be able to withstand 
a hike in interest rates by the Federal 
Reserve: Pent-up demand in housing is 
high and the U.S. economy isn’t likely 
to run out of steam until that demand 
is met. Going back to the 1940s, the 
U.S. central bank has never embarked 
on a cycle of higher rates with housing 
having so much room to run. 

“V 

Housing Ready for a Bounce 

Seasonally adjusted annual 
rate of new-home sales 
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The severity of the housing bust has 
kept home construction at modest 
levels, even as the last recession slips 
further into the past. Although housing 
construction is expanding at its fastest 
rate since 2007, it accounted for just 
3.3 percent of gross domestic product 
through the second quarter, well below 
its average of 4.6 percent, says David 
Doyle, an analyst at the Macquarie 
Group. “Business cycle expansions are 
likely when residential investment is 
low as a share of GDP,” he wrote in a 
recent report. “Recessions typically only 
transpire when residential investment 
becomes elevated as a share of GDP.” 

While there is plenty of need for 
new homes by consumers who want 
to set up households, the availabil- 
ity of workers to build them is harder 
to determine. Neil Dutta, head of 
U.S. economics at Renaissance Macro 
Research, notes that as unemployment 
falls, fewer construction workers will 
be available. That could be remedied 
by hiring laid-off miners and oil 
workers, as well as paying more to 
attract labor. As the pool of available 
labor shrinks, workers gain bargaining 
power and can demand higher wages. 

Conor Sen, a portfolio manager at 
New River Investments, says the U.S. 
single-family housing market could 
experience strong momentum over 
the next to to 15 years as millennials 
(born from the early 1980s to the early 
2000s) form households and shift from 
renting to owning. Sen says one ratio 
he uses to measure home building- 
single-family housing starts as a share 
of the prime working-age popula- 
tion (25 to 54 years old)-remains at a 
very low level. If single-family starts 
reach an annual rate of 1.25 million 
versus the current 782,000, more than 
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a quarter million more workers would 
be needed to erect them. 

Dutta notes that an easing of lending 
standards and rising homebuilder 
confidence buoy the outlook. “Bad 
things do not happen to America when 
housing is moving up and to the right 
while Americans are finding jobs,” he 
says. — LulceKawa 

The bottom line Millennials are entering their 
homebuying years, giving investors hope for a 
boom in housing construction. 
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Refugees May Ease a 
German Labor Crunch 



► With a falling population, Gerr 
aims to bolster its worktoi 



► Immigrants “ 
advantage 



Anas Al-Asadi 




f one big 
> is motivation" 



| spent three months and 
almost $7,000 making his way from his 
home in Damascus to Germany, braving 
the frigid waters of the Mediterranean 
aboard leaky, overcrowded ships on 
three occasions, culminating in a rescue 
by the Italian Coast Guard and finally a 
bus ride across the Alps. For the next 
four months, he was bored stiff. 

Then the 26-year-old got a job 
through a municipal program in 
Pfungstadt, a German town 2 S miles 
south of Frankfurt, where he landed 
in February. The work wasn’t exactly 
challenging for Al-Asadi, who had been 
an attorney in Syria, and it certainly 
wasn’t well paid. His employer was a 
local youth club, since private com- 
panies are barred from hiring people 
without work permits, and he earned 
just €l ($1.15) per hour, the maximum 
allowed for new arrivals like Al-Asadi. 
But he says even simply vacuuming 
and sorting library books helped him 
better understand German culture and 
forced him to learn the language. “I was 
just sitting there sleeping, eating, doing 
nothing,” says Al-Asadi, who has since 
gotten asylum and started working as a 
waiter in a local cafe. “I asked if I could 
do something-anything.” 

The town of 24,000 is home to more 
than too refugees seeking to start the 
formal asylum process and 50 more 
who have been granted residency, 
with more sure to come. The best way 






Global Economics 




Gutale, a social 
worker who came 
from Somalia at 15, 
created the jobs 
program in 
Pfungstadt 



to integrate them, local officials say, 
is to help them find work-even if it’s 
odd jobs at community centers. The 
program so far employs 15 people and 
has drawn inquiries from cities across 
Germany, where some 5,000 refu- 
gees are arriving daily and as many as 
1 million are expected this year. While 
caring for those people will be costly, 
many Germans see their arrival as an 
opportunity to bolster a shrinking work 
force, as the country has the world’s 
lowest birthrate. “In an ideal case, 
this can help foster another economic 
miracle,” says Dieter Zetsche, chairman 
of automaker Daimler. 

The government fore- 
casts the population 
will fall to 68 million by 
2060, from 80 million 
today, and the number 
of people of working age 
will drop by as much as 
30 percent, to 34 million. 
Unemployment is at 
6.4 percent, its lowest 
level since reunifi- 
cation 25 years ago. 



Nordea'Bank estimates that German 
state spending to house the new arriv- 
als could kop €5.4 billion, boosting gross 
domestic product by a quarter of a per- 
centage point in the next 18 months. 
“Germany races huge demographic 
challenges, Tsays Jens Weidmann, pres- 
ident of the Bundesbank, Germany’s 
central bank. “The country would 
benefit from the immigration of skilled 
people, both in terms of strengthening 
its growth potential and boosting con- 
tributions to its social security system.” 
German Chancellor Angela Merkel 
is backing n plan that would impose 
quotas on European 
Union countries to 
accept some of the 
migrants who have 
flooded into Greece, 
Hungary, and Italy. 

On Sept. 22, the region’s 
interior and justice 
ministers are scheduled 
to discuss the issue 
after failing to come to 
an agreement earlier 
this month. 



In the 1950s and 1960s, Germany sim- 
ilarly looked to immigration to fill fac- 
tories as the economy boomed. The 
country recruited Gastarbeiter -“ guest 
workers ’’-from countries such as 
Greece, Turkey, and Yugoslavia, who 
powered growth after World War II. 
Immigrants “have one big advan- 
tage, and this is motivation,” says Enzo 
Weber of the Institute for Employment 
Research, a state-funded think tank in 
Nuremberg. “They have lost everything, 
and they’re getting a new chance. If we 
get it right, it’s a huge driving force.” Yet 
Germany will have to invest in training to 
ensure the economy truly benefits, cau- 
tions Raimund Becker, a board member 
at the Federal Employment Agency. 
While some newcomers are highly qual- 
ified, “almost 90 percent of them don’t 
have the qualifications needed to replace 
skilled workers,” he says. 

Halima Gutale, a town social 
worker who developed the Pfungstadt 
program, knows the challenges ahead. 
She arrived in Germany from Somalia 
as a 15-year-old in 1996, knowing 
scarcely a word of the language. She ► 
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◄ struggled to figure out how to reg- 
ister with authorities, pay bills, find 
an apartment, and enroll in school. 

So when the current wave of refugees 
started this year, she came up with the 
idea of a jobs program to smooth the 
way for them. Gutale contacted local 
officials to see whether she could offer 
them work at places such as a non- 
profit cinema and the youth club, and 
the program got under way in April. 
Today she spends about half her time 
advising other German towns on how 
best to assimilate refugees, though 
none have yet launched a program 
like hers. “We don’t want parallel soci- 
eties with Germans on one side and 
asylum seekers on the other,” she says. 
“Germany hasn’t always taken its ref- 
ugees by the hand and let them make 
a contribution. The next few years 
will be stressful.” — Alex Webb and 
Alessandro Speciale 

The bottom line Refugees could help fill 
looming gaps in Germany’s labor force, but most 
will require training to meet job requirements. 




Growth 



In Africa, New 
Winners and Losers 



► Resource-rich countries may suffer, 
but others benefit from cheap oil 

► “Taking a medium-term view, you 
ignore Africa at your peril” 

Just a year ago, Africa was being touted 
as the next investment El Dorado. Two 
decades of record growth, a rapidly 
urbanizing population of l.l billion, 
rising incomes, and vast untapped 
mineral reserves would produce a 
sizable middle class, the theory went. 
General Electric, Marriott 
International, and other multi- 
nationals announced aggressive African 
plans. Buyout firms Carlyle Group 
and Helios Investment Partners set 
up Africa funds. The region attracted 
$128 billion in foreign direct invest- 
ment last year, up from $52.6 billion in 
2013, according to accounting firm EY. 
On Sept. 16, Kellogg announced it had 
bought a 50 percent stake in a Nigerian 
food distributor. 

Now a slowdown in China, Africa’s 
largest trading partner, a tumble in 
commodity prices, and persistent 



“Each decade, it’s taken 
longer for the poor to recover 
from recession.” 

Arloc Sherman, senior fellow at the Center on Budget and 
Policy Priorities, on U.S. Census Bureau data showing the 
poverty rate virtually unchanged since 2011 




power outages are slowing the region’s 
growth. A Morgan Stanley index of 
African stocks has dipped 18 percent so 
far this year, 5 percentage points more 
than a gauge of stocks across 24 fron- 
tier markets, while 21 of 24 African 
currencies tracked by Bloomberg 
have lost ground against the dollar. 

“It’s a difficult situation that the con- 
tinent faces,” says John Mackie, 
head of Johannesburg-based Stanlib 
Asset Management’s African portfo- 
lios. China’s stock market bust and 
the possibility of U.S. interest rate 
increases have had “a massive impact,” 
on the region. 

To Marlon Chigwende, sub-Saharan 
Africa managing director for Carlyle, 
the important thing to remember is 
that this is a continent, not a country. 
“There are individual forces at work 
within each of the 55 countries that 
make up Africa,” he says. “Africa is still 
set to be one of the fastest-growing 
regions in the world during 2015, albeit 
growth is expected to be a bit lower 
than was anticipated at the start of the 
year. There will continue to be invest- 
ment opportunities.” 

The economies of sub-Saharan Africa 
will expand 4.4 percent this year, the 
International Monetary Fund said in 
July. That’s I percentage point less than 
predicted a year ago and below the 
5.4 percent average of the last decade. 
The peak was 7.1 percent in 2007. 

The economic health of Nigeria 
and South Africa, which together 
account for 55 percent of the 48 sub- 
Saharan African nations’ gross domes- 
tic product, can shift the overall growth 
picture. Lower oil prices drove down 
Nigeria’s growth rate to 2.4 percent in 
the second quarter, the slowest pace 
in at least five years. South Africa’s 
economy shrank by an annualized 
1.3 percent as power shortages curbed 
production. “It’s about the weakness 



of the giants,” says Akinwumi Adesina, 
president of the African Development 
Bank. “The countries where Africa 
exports to, they have slowed down 
significantly,” he says, referring to 
China and the European Union. “That 
affects your own ability to grow.” The 
commodities rout hit oil producers 
such as Angola and Ghana, as well as 
Zambia, the continent’s second-biggest 
copper producer. 

Success stories remain: Democratic 
Republic of Congo is expected to be 
Africa’s top performer this year, fore- 
cast to grow by 9.2 percent, followed 
by Ethiopia, with a projected expan- 
sion of 8 percent, according to the IMF. 
The DRC is emerging from a decade 
of civil war. Ethiopia is opening up to 
foreign investment and improving its ► 
— s/ 

Currencies of Sub-Saharan Africa 

Change in value against the U.S. dollar, 

Dec. 31, 2014, to Sept. 16, 2015 

Unchanged 

11 . 46 % Somali shilling 

9 - 40 % Gambian daJas J 

0 Eritrean nakfa 
- 0 . 11 % Congolese franc 
- 0 . 23 % Djiboutian franc 
- 2 . 37 % Liberian dollar 
- 3 . 45 % Ethiopian birr 
- 6 . 20 % Guinean franc 
-6.86% Sierra Leonean leone 
- 7 . 52 % Botswanan pula 
- 7 . 82 % Nigerian naira 
- 8 . 82 % Rwandan franc 
- 10 . 01 % Mauritian rupee 
- 12 . 99 % South African rand 
- 14 . 53 % Kenyan shilling 
- 17 . 27 % Malawian kwacha 
- 19 . 49 % Ghanaian cedi 
- 20 . 61 % Tanzanian shilling 
- 24 . 29 % Angolan kwanza 
- 24 . 31 % Ugandan shilling 
- 26 . 19 % Mozambican new metical 
- 35 . 98 % Zambian kwacha 
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Credit Ratings 



By Mark Glassman 



Stress Lines 



The credit-rating agencies alert investors when appraisals of a coun- 
try’s ability to pay its debt are about to change. Standard & Poor’s labels 
each of its ratings with an outlook— positive, stable, or negative— to tele- 
graph whether a nation is on the verge of an upgrade or downgrade. 
Today, negatives narrowly outnumber positives. 



Accentuating the negative 

S&P's outlooks for government bonds 
issued in foreign currencies 




8/2005 



Who’s on the hot seat? 

Of the 21 nations at risk of a downgrade, nearly half 
are still safe bets. Here are the ratings of nations 
currently with a negative outlook. 



8/2015 



After downgrading 
Brazil on Sept. 9, S&P 
maintained a negative 
outlook, leaving the 
door open for another 
rating cut 



Investment grade 


1 

1 




Junk 



(above BB+) 

1-in-3 chance of a downgrade 
within two years 



(BB+ or lower) 

1-in-3 chance of a downgrade 
within a year 



/ 



United Kingdom 

AAA 

France 



Andorra 



AA 

Japan 

AA- 

Saudi Arabia 

AA- 

Kazakhstan 

BBB 



BBB 

Azerbaijan 

BBB 

Bahamas 

BBB 

Bahrain 

BBB 



The U.K. may still 
have a perfect credit 
rating, but its outlook is 
negative, a position it’s 
been in since June, just 
after the election 



Brazil 

BB+ 

Russia 

BB+ 

Turkey 

BB+ 

Croatia 

BB 

Serbia 

BB- 

Gabon 

B+ 

Mongolia 

B+ 



Barbados 

B 

Lebanon 

B- 

Mozambique 

B-' 

Venezuela 

ccc 

Ukraine 

cc 



\ 



Mozambique 
is on negative 
“CreditWatch,” 
meaning it has a 
1-in-2 chance of being 
downgraded in 90 days 






◄ railroads and power supply. 

Shoprite Holdings, Africa’s largest 
retailer, is among the companies ben- 
efiting from consumer spending that 
has been steadily building for the past 
two decades. Its supermarket sales 
outside South Africa, its home base, 
grew 13.5 percent in the year through 
June. The company has outlets in 15 
African and Indian Ocean nations, 
including the DRC, Angola, Nigeria, and 
Uganda. “There are countries that con- 
tinue to do well,” says Christo Wiese, 
Shoprite’s billionaire chairman. “Taking 
a medium-term view, you ignore Africa 
at your peril.” 

Most African countries are com- 
modity importers and should benefit 
from lower oil prices, according to 
Mark Bohlund, an economist with 
Bloomberg Intelligence in London. 
“One of the likely consequences of 
a drop in commodity prices is to 
strengthen the shift in growth momen- 
tum from Angola and Nigeria towards 
Ethiopia and Kenya, which are making 
headway in overcoming some of the 
infrastructure deficits holding back 
economic growth,” he says. 

An estimated 600 million Africans 
lack access to electricity. The 
International Energy Agency esti- 
mates the continent needs $450 billion 
in infrastructure investment by 2040 
to halve the outages and provide uni- 
versal access to power in urban areas. 
While a study by Deloitte found about 
95 energy projects worth more than 
$50 million each being built in Africa 
last year, most are nowhere near 
completion. “Africa should’ve been 
growing at 7 or 8 percent if it had 
sorted its power out a decade ago,” 
says David Cowan, an Africa economist 
at Citigroup in London. 

Mark Mobius, the Franklin 
Templeton Investments money 
manager who’s been focusing on 
emerging markets for more than four 
decades, is optimistic. “The growth 
scenario is still excellent,” he said in an 
e-mail. “We do not want to scale back 
our investments. The problems are 
here to stay but they pale beside the 
opportunities.” 

— Mike Cohen and Rene Vollgraajf 

The bottom line While Africa’s economic 
prospects still look promising, investors have 
to temper their hopes for stellar returns. 
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HOW CAN 
YOU MAKE 
MONEY ON 
SOMETHING 
IFYOU 
ALREADY 
SOLD IT? 
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THE ANSWER IS SAP HANA. 





What if you could turn current products 
into future revenue? SAP HANA' monitors 
millions of parts in machines around the 
world. Helping manufacturers provide 
intuitive maintenance services for their 
customers, and new streams of revenue for 
themselves Just think what you could do 
For more, go to sap.com/simple 
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► Wang Zijie and his venture capital backers are betting China will go girl (group) crazy 



► “I learned that behind every glittery, glamorous profession, there’s a lot of sweat and tears” 



The scene at Shanghai’s Pudong 
International Airport on Sept. 4 was a 
madhouse. The all-girl singing troupe 
SNH48, one of China’s top musical 
acts, was scheduled to return to China 
after shooting music videos in Paris and 
Prague. Some particularly devoted fans 
arrived as early as to a. m. -five hours 
before the singers. When the band finally 
exited the terminal around 3:15 p.m. 
and began walking to the waiting buses, 
hundreds of screaming fans-armed 
with posters, banners, and signs that 



lit up, flashing favorite band members’ 
names-rushed toward their idols, 
sending airport security into full alert. 

Luckily for Sisley Xu, a 20-year-old 
nurse who attends the band’s concerts 
about every two weeks, she got through 
the crush of fans to give one popular 
singer the flowers and candy she’d 
brought. “It was definitely too crowded, 
but I’m really happy I got to see my 
favorite member,” Xu says. “Their per- 
formances are so mind-blowing. I want 
them to get a bigger stage and have 



more resources, so that more people a 
will get to know about them.” 

That’s music to the ears of Wang Zij ie, § 

the Internet video game entrepreneur- 1 

turned-impresario behind the cottage I 

industry that SNH48 has become. Ditto § 
for PepsiCo, which features the band | 
in commercials for its soda and Lay’s | 
potato chips, and Sony, which uses | 

the girls to pitch its music player and “ 
headphones in China. | 

The adulation is also good news for 
the venture capital firms bankrolling £ 
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the band’s development, including 
former Google China chief Kai-Fu 
Lee’s Innovation Works. After two 
rounds, the closely held company 
behind the band, Shanghai Star 48 
Culture & Media, is valued at several 
hundred million dollars, according to 
founder Wang. 

Modeled after the wildly popular 
Japanese group AKB48, Wang’s three- 
year-old Chinese version similarly audi- 
tions young women from across the 
country, trains them intensively in 
singing, dancing, and show-hosting for 
four months, then puts them onstage to 
perform choreographed routines in live 
concerts. The regimen-long rehearsals. 



exercise, and dormitory curfews-seems 
more akin to the military than to the 
MTV life. “To make their dreams come 
true, they need sweat and persever- 
ance,” Wang says. “Most Chinese girls, 
because the economy is developed and 
the quality of life is high, lack discipline.” 
That hasn’t stopped them from trying 
to sign on. During the most recent 
round of auditions in June, 48 appli- 
cants were selected out of 126,000, 
says Tao Ying, Star48’s chief executive 
officer. (Applicants can be as old as 
22; the youngest band member is 14.) 
Trainees start each day at about 9 a.m. 
and go until 6 p.m. They’re also put 
through physical activities such as 



jogging to build the stamina needed to 
perform fast-paced songs. “After joining 
the band, I realized how hard I had to 
work during training,” says Wu Yanwen, 
a 20-year-old band member from Henan 
province. “I learned that behind every 
glittery, glamorous profession, there’s a 
lot of sweat and tears.” 

Wu is one of the band’s 119 members, 
who are split into smaller teams, which 
are rotated in live performances at 
the band’s 340-seat Shanghai theater, 
for about seven shows a week. Tickets 
to the concerts run from 80 yuan 
($13) to 168 yuan and sell out online 
in minutes, Wang says. At a recent 
concert the audience sang and ► 
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< bobbed along with the performers, 
waving glow sticks and shouting out 
declarations of love for their favorites. 
The singers have multiple costume 
changes of short skirts and 
midriff-baring tops, and 
perform mostly high-energy 
dance numbers. Some songs are 
actually Chinese translations of tunes 
popularized by Japan’s AKB48 girl 
group; Wang has a deal to license some 
of the Japanese group’s widely known 
material but is gradually introducing 
more original songs. 

Wang, who earned his entertain- 
ment chops while working at Japanese 
video game maker Konami and his 
own online gaming startup 9y0u.com, 
plans to start similar girl bands in 
10 Chinese cities by 2018. Star48 
is already training new recruits to 
perform in Beijing and Guangzhou, 
he says. The company has struck 
deals for two movies and three televi- 
sion shows featuring SNH48 that will 
hit the market next year, Wang says. 
That’s on top of the band’s current 
Web shows on Tencent Holdings’ 

QQ video service and Leshi Internet 
Information & Technology’s LeTV. 

Star48’s revenue last year exceeded 
30 million yuan and is expected to reach 
300 million yuan next year, Wang says. 
About 70 percent currently comes 
from traditional sources, such as sales 
of records, concert tickets, and mer- 
chandise, he says. But next year the 
company will concentrate on expand- 
ing sales from SNH48’s e-commerce 
activities, such as selling digital flowers 
for fans to give to band members while 
they watch concerts online. “Fans are 
keen on processes and being a partici- 
pant,” Wang says. “Our company’s busi- 
ness model allows them not just to be 
in the audience, but also participate 
through online activities.” 

Besides keeping up with the band 
through China’s popular WeChat mes- 
saging app and various microblog 
platforms, fans stay involved through 
voting for the group’s favorite songs 
and their favorite band members. That 
input affects the performer’s career 
and salary. The most popular ones 
earn as much as 50,000 yuan a month, 
and the newest recruits get about 
4,000 yuan, Wang says. Fans also meet 
band members regularly in what Star48 
calls “hand-shake gatherings,” where 
10 -second individual sessions with their 
favorite idol are earned after buying a 
certain number of the band’s songs. 



For now, the 
majority of the fans 
are young men, with 
only about 15 percent 
of the band’s follow- 
ers above the age of — 

30 , Wang says. He — ^ 

hopes to broaden its 
age and gender appeal 
by emphasizing the 
wholesome image and 
youthfulness of the 
performers, he says. 

The rise of bands 
such as SNH48 comes as Chinese con- 
sumers increasingly spend more of their 
disposable income on entertainment 
and lifestyle, says James Roy, an associ- 
ate principal at China Market Research 
Group. “While the luxury sector, for 
instance, has really plateaued in China,” 
Roy says, “what people are really shift- 
ing their spending to is more experi- 
ences, more things for fun.” SNH48’s 
Wang hopes he’s right. — Alexandra Ho 

The bottom line The startup that operates 
China’s 119-member SNH48 girl band has 
a value of several hundred million dollars. 



Retailing 

Now, Suppliers Are 
Wal-Mart’s Main Squeeze 



► The company wants brands to pay 
up for space in its warehouses 

► “It looks as though they are ... trying 
to pad their own margins” 

Supplying Wal-Mart Stores has never 
been easy. The $486 billion retailer is so 
large that, for some brands, challenging 
the way it does business means picking 
a fight with your biggest customer. Yet 
many suppliers are balking at new fees 
Wal-Mart is charging to store goods at 
its distribution warehouses, and at a 
payment schedule that could delay for 
months how quickly some are paid. The 
world’s No. 1 retailer says the changes, 
laid out for vendors starting in June, 
reflect a push to simplify its relation- 
ships with suppliers, put them all on 
the same footing, and reduce costs, so 
it can offer customers the lowest prices. 
But some vendors see the new policy 
as an attempt by Wal-Mart to fatten its 
margins and offset raises it recently 
gave store workers. 




Founder 

Wang 



Saying the new fees 
will hurt their own 
bottom lines, several 
.vendors say they’re 
hiring lawyers. A 
top executive from 
at least one supplier 
visited Wal-Mart’s 
headquarters in 
Bentonville, Ark., in 
hopes of reversing all 
or some of the terms. 
Two large suppli- 
ers with well-known 
brands that asked not to be identified 
for fear of hurting their relationship 
with Wal-Mart have refused to accept 
the terms and plan to use their size as 
leverage to negotiate a better deal. “Any 
established supplier doing business 
with Wal-Mart is already offering by all 
means the lowest price possible,” says 
Carol Spieckerman, a consultant who 
works with several Wal-Mart vendors. 
“So these fees certainly sting.” 

Wal-Mart began sending letters to 
10,000 U.S. suppliers in June asking 
them to pay to use its distribution 
centers and warehouses, and for shelf 
space in new stores, according to letters 
obtained by Bloomberg and interviews 
with eight suppliers and industry con- 
sultants. Under the rules, the frequency 
of payments depends on how quickly a 
supplier’s inventory moves. 

Traditionally, Wal-Mart has largely 
avoided the extra fees charged by some 
other retailers, so the policy change 
was a surprise, says Leon Nicholas, a 
senior vice president for Kantar Retail, 
which advises dozens of Wal-Mart sup- 
pliers. “What is so shocking this round 
is that they are being aggressive not in 
asking suppliers to take costs out of the 
system so the supplier can lower prices, 
but instead adding cost into the system,” 
he says. “It looks as though they are 
trying to have it both ways and trying 
to pad their own margins where they 
are facing cost pressure.” Vendors were 
already feeling added pressure from 
Wal-Mart to cut costs after the retailer 
told them earlier this year to dial back on 
marketing and promotions and use the 
savings to lower their prices, he says. 

Wal-Mart says the fees aren’t an 
effort to offset wage increases for store 
workers, but part of a strategy to revive 
its U.S. business. That includes keeping 
its often-chilly stores warmer and 
tweaking how employees manage inven- 
tory and stock shelves, says company 
spokeswoman Deisha Barnett. She says 



s 4fcihabara area. SDN48 Another Tokyo female band started by AKB48's creator. SDN stands for Saturday night. JKT48 An Indonesian girl band in Jakarta. NMB48 
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Wal-Mart is willing to negotiate with 
suppliers and takes into account many 
factors history with the vendor, quality 
of the products-to decide if the rela- 
tionship is worth continuing. To help 
suppliers adjust to the less frequent 
payment schedule, Wal-Mart is encour- 
aging them to seek low-interest loans 
through one of its financing programs. 

“It isn’t going to always be easy for 
our suppliers,” Barnett says. “Change 
isn’t easy. But we firmly believe driving 
everyday low cost that gets to every- 
day low price has proven to wow 
our customers. It increases sales 
volume for us and our suppliers.” 

— Shannon Pettypiece and Matt Townsend, 
with Lauren Coleman-Lochner 



The bottom line Wal-Mart is telling its 
10,000 U.S. suppliers they have to pay for using 
its distribution system. Many aren’t happy. 



Entertainment 

Netflix Wants an Oscar 
On Its Mantle 



► Its first original movie aims to get 
viewers to watch new films at home 



► Theater owners “are out of step 
with the way people watch movies” 



Beasts of No Nation, a violent drama 
about an African warlord played by 
Idris Elba, has landed on some critics’ 
short lists for the best picture Oscar. 
But for the film’s distributor and finan- 
cial backer, Netflix, the stakes are 
much bigger than a gold statuette: It’s 
trying to reshape the movie business in 
its own image. 

To compete for an Oscar and build 
Netflix’s ties to filmmakers. Beasts of No 
Nation will begin its run in a handful 
of U.S. theaters on Oct. 16. Yet the 
larger objective for the video service, 
whose customers can begin stream- 
ing the movie that same day, is to get 
more people used to watching new, 
theater- quality films at home. Ticket 
sales aren’t material to Netflix; increasing 
its 66 million global subscriber base is. 

“There are a lot of models that theater 
owners have kept in place very rigidly 
that are out of step with the way people 
watch movies,” Ted Sarandos, Netflix’s 
chief content officer, said last November 
at the U.S. -China Film Summit in Los 
Angeles. “We need to stop distinguishing 



the experience by access in a world 
where people come to expect anything 
they want, whenever they want.” 

The implications of Netflix’s bid to 
reduce Hollywood’s reliance on theat- 
rical release aren’t lost on U.S. cinema 
chains, which usually show movies 
exclusively for 90 days before the films 
go to home video. Amy Miles, chief exec- 
utive officer of Regal Entertainment 
Group, the No. 1 exhibitor, told analysts 
on July 30 that her company doesn’t see 
a benefit to releasing a Netflix movie, 
and no big U.S. chain will show Beasts 
of No Nation. Instead, the film will run 
exclusively at 19 houses operated by 
Landmark Theatres, which specializes 
in independent and foreign films. Regal 
didn’t respond to requests for comment. 
Carmike Cinemas, the No. 4 chain, said 
it won’t screen the movie. 

Netflix isn’t the only home-video 
interloper in the film business. 
Amazon.com plans to produce what 
it calls prestige movies for custom- 
ers of its Prime Instant Video service. 
Amazon will release the films first in 
theaters and then stream them 30 to 
60 days later, making its efforts less of a 
threat to cinema owners. The company 
says it has several movie projects at 
some stage of development. 

Netflix has more directly challenged 
Hollywood by sidestepping the histor- 
ical exclusivity theaters have enjoyed 
and by signing up big talent for its 
theatrical foray, including Brad Pitt, 
who will star in Netflix’s War Machine, 
set in Afghanistan, next year. In a deal 
with the Weinstein Co., the stream- 
ing service also will release a sequel 
to Academy Award winner Crouching 
Tiger, Hidden Dragon in 2016. 

A first run in even a limited number 
of theaters qualifies films to compete 
for an Oscar and also builds cachet with 
Academy voters. Over the past two years, 
Netflix has mounted Oscar campaigns 
for the documentaries Virunga and 
The Square to show potential partners it 
will support their work and vie for the 
film industry’s most prestigious awards. 
“Netflix has an incredible way of getting 
people to see movies,” says Jonathan 
King, who oversees feature films at 
Participant Media, which produced 
Beasts of No Nation and worked with the 
streaming giant on The Square. 

Netflix also has deep 
pockets, which carries a lot 
of weight in Hollywood. Participant 
Media Chairman Jeff Skoll, whose 
company won last year’s best 



documentary Oscar for Citizenfour, was 
seated beside Sarandos at this year’s 
awards ceremony. During their conver- 
sation, he learned that Netflix had spent 
“five times as much as we spent” on a 
campaign to promote the rival Virunga 
to Academy members. So for film- 
makers seeking access to larger budgets 
and audiences, “partnering with Netflix 
is a no-brainer,” he says. “For the rest of 
the industry, I imagine it’s going to be 
more challenging.” — Lucas Shaw, with 
Anousha Sakoui and Ari Altstedter 



The bottom line Netflix releases its first 
original film in October. Some theaters won’t 
screen it, because it will stream simultaneously. 



Autos 

Top-Down Driving Isn’t 
Dead— Just Expensive 



► As regular folk turn to SUVs for fun, 
convertible makers woo the wealthy 



► The long decline of ragtop sales 
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For decades, the convertible epito- 
mized the fun and freedom of the road. 
Dustin Hoffman’s character in The 
Graduate rushes to his runaway bride 
in a ragtop Alfa Romeo. The liberated 
heroines of Thelma & Louise drive their 
Thunderbird off a cliff rather than sur- 
render to police. Nowadays, though, 
the sport-utility vehicle has overtaken 
the convertible among average Joes 
seeking four-wheel fun. Sales of open- 
top cars have fallen by half from their 
2004 peak, to 409,770 vehicles last year, 
while SUVs increased almost fourfold, to 
12.3 million, according to researcher IHS. 

Rather than cede the sporty-vehicle 
market to SUVs, some ragtop makers 
are eyeing a new target: the wealthy, 
who can easily afford one of each. At the 
Frankfurt International Motor 
Show in mid-September, man- 
ufacturers introduced three 
convertibles aimed at ultra-rich 
buyers: the Rolls-Royce Dawn, likely to 
cost about €300,000 ($339,000), the ► 
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A sister group of AKB48 that performs in Osaka’s Namba district. HKT48 A group created to perform at Hakata-ku in Fukuoka. SNH48 Shanghai-based girl group s*® 
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Briefs 



By Kyle Stock 



HP Gets Even Smaller 




Porsche unveiled an 
electric sports car that 
could steal business 
from Tesla. Dubbed the 
Mission E, it charges in 
only 15 minutes but is still 
only a concept vehicle. 



Hewlett-Packard said it would cut as many 
as 33,300 jobs over the next three years, roughly 
10 percent of its workforce, as it splits into two 
companies. Most of the reductions will be in the 
Enterprise business, which sells servers and 
software to corporate customers. The restructuring 
will cost HP about $2.7 billion and comes on the 
heels of a 55,000 reduction in head count that's been 
progressing since 2012. #9# A former Microsoft 
employee sued the company in federal court in Seattle for alleged 
gender discrimination related to performance evaluations, pay, 
and promotions. Katie Moussouris, a cybersecurity expert who's 
now chief policy officer at HackerOne, is seeking class-action 
status for her case. Microsoft says it’s reviewing the complaint 
but hasn't found anything to substantiate the allegations. 
•£)• Anheuser-Busch InBev said it plans to bid for SABMiller 
in a de^fth at woula\ombine the world’s two biggest brewers. 

With Budweiser, Peroni, and 
other popular brands, the two 
account for about half of beer 
industry profits. Their limited 
geographic overlap could 
help surmount regulatory 
hurdles. Target is teaming with delivery startup Instacart 
to challenge Amazon.com in the Web-to-door grocery 
business. Target will test its service near 
Minneapolis, with delivery charges starting at 
$4. AmazonFresh delivery service is available 
in California, New York, Philadelphia, and 
Seattle for $299 a year. •TJf"# Inditex , owner 
of retailer Zara, logged a 24 percent profit 
jump in the recent quarter, when sales rose 
16 percent, to $5.7 billion. Rival H&M said its 
sales in August grew only 1 percent, in part 
because it relies more on European shoppers. 






The number of 
temporary workers 
United Parcel Service 

said it would hire for 
the holidays. With 
unemployment low, 
shipping companies 
and retailers may have 
to pay more this year 
for seasonal workers. 
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“Our ultimate vision 
is millions of people 
living and working 
In space." 

Ama20n.com CEO 
Jeff Bezos announcing 
a plan for his aerospace 
company, Blue Origin, 
to launch rockets 
from Florida 



◄ $275,000 Ferrari 488 Spider, and an 
open-top version of the Mercedes-Benz 
S-Class that’s expected to top $120,000. 
Analysts say they won’t be the last. 

Convertibles were once avail- 
able in every price class, but afford- 
able ones are getting harder to find. 
Volkswagen is killing off 
its mass-market Eos, which 
sells for as little as $32,000. 
Kenault halted production of 
the €17,000 Wind and the con- 
vertible version of the €28,000 
Megane. Ford Motor grounded 
the Thunderbird in 2005, and 
today its only convertibles 
are Mustangs, starting at 
about $ 30 , 000 . 

One reason luxe automakers 
say they can woo the wealthy 
to their new brood of ragtops 
is that the vehicles aren’t the 
diminutive MGs or Triumphs of yore. 
The leather-swathed newbies are sized 
for high-end buyers with more inter- 
est in space than speed, and who want 
to bring their friends along for the ride. 
The Dawn, for instance, seats four 
adults comfortably and features the 
same rear legroom as Rolls’s Wraith 
coupe. “We’re convinced you need 
to offer more space in the back of the 
car,” says Torsten Mueller- Oetvoes, 
chief executive officer of Rolls-Royce. 

Even if pricey newcomers take off, 
it probably won’t mean a return to the 
glory days. Although new open-top 
versions of the Mustang, Chevrolet 
Camaro, and BMW 2 Series may boost 
sales by 2020 , they won’t reach the 
2004 level, 1 HS predicts. The convert- 
ible’s decline is due in part to the rise 
of China, where few buyers want to 
brave the smog-shrouded streets with 
no roof overhead. And with Chinese 
auto sales slowing, demand 
there even for high-end ver- 
sions such as the Dawn will likely 
be weak, says Tim Urquhart, an 
1 HS analyst in London. “There 
won’t be too much driving of the car 
in Beijing or Shanghai,” he says. But 
that won’t diminish its appeal else- 
where. With Rolls’s mystique and its 
“rich history of convertibles,” he says, 
“the ultra-wealthy will buy this car.” 

— Elisabeth Behrmann 

The bottom line Sales of convertibles peaked 
in 2004. Rolls-Royce says a $339,000 ragtop 
will help it buck that trend. 



© Edited by James E. Ellis 
I 



Bloomberg.com 



PORSCHE: CHRIS RATCLIFFE/BLOOMBERG. BEZOS: FILMMAGIC/GETTY IMAGES 



THERE'S NO STOP IN YOU. 

ONLY GO. 

Fly toward something better with the help of 80,000 employees 
who do everything they can to help you explore what's possible. 







DC 

AD 

CLUB 



ADWKDC 

Washington, DC • 201 5 



Marketing Conference 
Sept 28 to Oct 3 




A hands-on training and networking conference for marketing and 
communications professionals in the DC region. 

Featuring speakers from: 

The New York Times • Discovery Communications • The Atlantic • The Ad Council 
The Huffington Post • National Geographic • The Newseum • Howard and American University 
Ketchum • Blue State Digital • The Martin Agency • Social Driver • And More 

Covering topics across strategy, creative and media disciplines. 



Learn more and register at 

adwkdc.com 






Politics/ 

Policy 

September 21 — September 27, 2015 



Afghan immigrants 
learn to love labor 
laws 30 

A regulatory backwater 
with a great big 
paycheck 31 



Republican bad- 
mouths gays, pays 
a price 32 

Charlie Rose talks 
with Justice Stephen 
Breyer 33 




► “Going to Nancy Pelosi on a government funding bill ... is difficult for conservatives to accept” 



On Oct. 1 , when the 2016 fiscal year 
starts, the U.S. government will 
shut down, unless Congress and the 
White House can agree on a bill that 
would keep money moving from the 
Department of the Treasury to the 
federal agencies and programs it funds. 
The legislative crisis is a near repeat 
„ of the dispute that triggered a 16-day 
| shutdown in October 2013. More than 
E 40 conservative Republicans have 
S announced they won’t vote for any 
| appropriations that include federal 
| funding for the women’s health group 
g Planned Parenthood, which is being 
I targeted by anti-abortion activists. 



Senate Democrats have vowed to block 
legislation that cuts the funding, while 
the president has said he’d veto every 
Republican bill proposed so far. That 
leaves Speaker John Boehner with 
only one way to avoid a shutdown: ask 
his Democratic counterpart. House 
Minority Leader Nancy Pelosi, for help. 

Republicans won 247 seats in the 
House in 2014, more than any year since 
1928, and retook control of the Senate 
for the first time since 2006. The party’s 
landslide midterm victory hasn’t been 
enough to give its conservative wing 
the freedom it craves to rewrite major 
government programs. Boehner finds 



himself right where he was in 2013, when 
he depended on Pelosi to deliver the 
Democratic votes he needed to reopen 
the government over the objections of 
hard-line Republicans who wanted to 
deny funding for the Affordable Care Act 
and limit federal borrowing. 

The two don’t socialize, but Pelosi 
has publicly described herself as having 
a “good rapport” with Boehner, who 
replaced her as speaker in 2011 after 
Republicans won the House from 
Democrats. In April, Boehner was pho- 
tographed smooching Pelosi in the 
Rose Garden of the White House at a 
ceremony celebrating the signing of ► 
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◄ a landmark Medicare reform package 
that resolved disputes over doctor 
reimbursement formulas dating from 
the Clinton administration. Pelosi and 
Boehner were the main architects of 
that deal. They drew effusive praise 
from Obama, who thanked everyone in 
attendance, including Boehner, for “a 
gorgeous piece of legislation.” 

Boehner’s cheeky kiss that day 
wasn’t his first public display of affec- 
tion for Pelosi; in January he gave her a 
playful peck after securing reelection as 
speaker. But the Medicare victory repre- 
sented something more than emergency 
collaboration between the two parti- 
san rivals. Boehner initiated behind-the- 
scenes talks with Pelosi to get the bill 
moving and made quasi-covert visits to 
her Capitol office to hammer out details. 
After it passed, he singled out Pelosi for 
“her indispensable leadership” in a brief- 
ing with reporters and delivered sharp 
words to his own party. “We didn’t get 
elected just to come here and sit on our 
rear ends,” he said. “As we get to these 
other challenges we’re facing in the 
coming months, we are going to try to 
work together, with my colleagues, with 
Democrats if they are willing, to do the 
right thing for the American people, ft’s 
the way the legislative process is sup- 
posed to work.” 

Boehner’s reliance on Pelosi has 
come at a price to his own policy objec- 
tives. In March the House voted to 
keep the Department of Homeland 
Security open, over the objection of 
167 Republicans, after Boehner made a 
phone call to Pelosi promising her a bill 
stripped of language that would have 
prevented Obama from suspending 
deportations of undocumented immi- 
grants. Pelosi says Boehner’s reliance 
on Democrats could give her leverage 
to demand an increase to the $1 trillion 
cap on discretionary federal spending 
that was part of a 2011 deal to increase 
the nation’s debt ceiling. “I certainly 
hope so,” she told reporters during a 
briefing at the Capitol on Sept. 11 . 

That bothers Republican 
Representative Mick Mulvaney of South 
Carolina, a founding member of the 
House Freedom Caucus, the group of 
fiscal hawks demanding cuts to Planned 
Parenthood. (Michael Bloomberg, the 
founder of Bloomberg LP, which owns 
Bloomberg Businessweek, provides finan- 
cial support for Planned Parenthood 
through his personal philanthropy.) 
Mulvaney says his group isn’t happy 
with the prospect of Boehner going to 



Pelosi for votes again, “ft relates to the 
number of times where he’s reached 
out to Democrats before reaching out to 
conservatives,” he says. 

North Carolina Representative Mark 
Meadows, another Freedom Caucus 
member, filed a motion to unseat 
Boehner in July, after the speaker lost 
a fight to keep open the Export-Import 
Bank, a federal financing agency for 
companies doing business abroad. 
Conservatives, who argue it’s a sop to 
corporations, have blocked efforts to 
renew the bank’s charter. In recent 
weeks, members of the Freedom 
Caucus have threatened to force a vote 
on Boehner’s leadership if he tries 
to cut a deal with Pelosi before the 
Sept. 30 shutdown deadline. “Going to 
Nancy Pelosi on a government funding 
bill, the debt ceiling, or reopening the 
Export-Import Bank is difficult for con- 
servatives to accept,” says Dan Holler, 
a spokesman for Heritage Action for 
America, an advocacy group affili- 
ated with the conservative Heritage 
Foundation. Even if Boehner survives 
the autumn. Holler says, his willingness 
to strike another bipartisan deal raises 
the likelihood he’ll lose the speaker’s 
chair in January, or simply retire. “At 
some point, it becomes politically 
unsustainable,” says Holler. 

Boehner may first try to reach a 



deal with his own party. But Michigan 
Representative Sandy Levin, the top 
Democrat on the Ways and Means 
Committee, says he’s sure the speaker 
and other moderate Republicans will 
wind up calling Democrats for help: 
“What choice do they have?” — Billy 
House and Erik Wasson 

The bottom line With a deadline looming 
to avert a federal shutdown, moderate 
Republicans are looking to Democrats for help. 
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Afghan Immigrants Want 
OT for Training Marines 

► California regulators order a 
contractor to give them back pay 

► “They should get paid what they’re 
owed.... They’re not slaves” 

At the U.S. Marine Corps Air Ground 
Combat Center in Twentynine Palms, 
Calif., halfway between Los Angeles and 
Las Vegas, military trainers spent years 
hiring Afghan and Iraqi immigrants to 
teach U.S. troops how to interact with 
locals while deployed in Afghanistan 
and Iraq. The workers were paid by the 
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hour-$l7 in 2013-to play farmers, village 
elders, and insurgents, spending as long 
as two weeks at a time living on base. 
They spent much of their time in mock 
villages built from steel shipping contain- 
ers that could be hot during the day and 
freezing at night. Their military super- 
visors insisted they be available at all 
hours to participate in training exercises. 

The program, originally known as 
Mojave Viper, wrapped up in 2014, 
but workers who took part are claim- 
ing the defense contractor that hired 
them, Tatitlek Support Services, 
owes them overtime pay and compen- 
sation for meal and rest breaks they 
say they should have been given under 
California labor laws. They recently 
found a sympathetic ear with the state’s 
Labor Commissioner’s Office, which has 
issued awards of as much as $200,000 
each to 75 former role players since 
July. It’s still considering more than too 
claims. Tatitlek, the state found, exer- 
cised control over the role players for 
the whole time they were on the Marine 
base and therefore should have paid 
them for all those hours. “The employ- 
ees are subject to the state’s labor laws,” 
says Peter Melton, a spokesman for the 
California Department of Industrial 
Relations, which includes the Labor 
Commissioner’s Office. “They were not 
relieved of all duty, their sleep time was 



not duty-free, and they could not leave 
the premises.” 

Tatitlek also faces two lawsuits on 
behalf of the role players and a sep- 
arate federal lawsuit filed by about 
60 former Tatitlek employees. “They 
should get paid what they’re owed 
under California law,” says Donald 
Pepperman, a lawyer representing 
former Tatitlek employees in one of the 
suits. “They’re not slaves.” 

The company, a unit of Alaska-based 
Tatitlek, argues that defense contrac- 
tors are exempt from state laws that 
interfere with their work. The plaintiffs 
and California “are seeking to enforce 
state wage and hour regulations that 
directly conflict with matters of national 
security and U.S. military operations, 
including their attempt to dictate and 
change when and how U.S. Marines are 
trained on U.S. military bases,” Tatitlek 
said in requests to a federal judge to 
throw out the California awards. “It’s 
absolutely ridiculous,” says Jon Meer, a 
lawyer for Tatitlek. “The labor commis- 
sioner is acting as an advocate for the 
workers and telling them they’re enti- 
tled to be paid 24 hours a day because 
they slept on the base.” 

As many as 1,200 role players 
worked at Twentynine Palms, deep in 
the Mojave Desert, from 2008 to early 
2011, and as many as 600 worked there 
from late 2011 to spring 2014, according 
to one of the suits. They engaged with 
Marine trainees in mock cities and vil- 
lages spread over 274 acres of desert 
that included fake markets, hotels, and 
other businesses, according to their 
federal complaint. Tatitlek received 
a $300 million contract to provide 
the U.S. Department of Defense with 
role players in 2008. Another of the 
company’s units got an additional 
$10 million contract in 2013 to provide 
role players. A Marine Corps spokes- 
man at the Pentagon didn’t respond to 
requests for comment. 

In 2011, Tatitlek settled a class- 
action suit brought by role players 
who worked at Twentynine Palms for 
$2.4 million. The claims in that case 
centered on whether the company, 
which didn’t admit any wrongdoing as 
part of the settlement, had misclassified 
the workers as independent contrac- 
tors. In 2008 it began paying them as 
hourly employees. 

The company’s problem is that 
California law is stricter than federal 
labor law. Meer says Tatitlek plans 
to argue at a November hearing that 



California has no right to enforce its laws 
on the “federal enclave” of a Marine 
installation. A finding in its favor would 
benefit the company in its effort to 
get the California awards dismissed. 
“Combat conditions do not always 
adhere to daily schedules and combat 
training may require personnel to be on 
call at odd hours,” Tatitlek said in a filing. 
“Combat conditions also do not always 
break for regularly scheduled meal and 
rest periods.” — Edvard Pettersson 

The bottom line A military contractor says it 
shouldn’t have to pay back wages under state 
laws because bases are federal property. 
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Hitting It Big 
As a Regulator 

► The SEC is filling an oversight job 

that pays $672,676 a year 

“If the SEC thinks I should be there, 

I would want to be there” 

In 2002, after the Enron scandal. 
Congress created the Public Company 
Accounting Oversight Board (PCAOB) to 
police the country’s largest audit firms. 
To prevent agency officials from being 
susceptible to revolving- door job offers 
from the industry, lawmakers set sala- 
ries that are among the highest in gov- 
ernment. Last year. Chairman James 
Doty made $672,676-funded by public 
companies and broker-dealers, not 
taxpayers. That’s more than President 
Obama, who makes $400,000 a year, and 
more than four times as much as Mary 
Jo White, the head of the U.S. Securities 
and Exchange Commission, who over- 
sees PCAOB appointments. 

The money has allowed the ► 
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◄ obscure body to attract board 
members and inspectors from senior 
positions in the private sector. Doty 
was a partner at Baker Botts for almost 
four decades before moving to the 
PCAOB in 2011; in the late 1980s he 
represented George W. Bush in his 
business dealings with the Texas 
Rangers. “Doty probably took a very 
large pay cut to become chairman of 
the PCAOB,” says Joseph Carcello, an 
accounting professor at the University 
of Tennessee who serves on a PCAOB 
advisory committee. 

Like other industry regulatory 
bodies, the PCAOB was established 
by Congress as a nonprofit corpo- 
ration. Doty’s pay isn’t the highest 
among regulatory chiefs whose sala- 
ries come from industry levies. Richard 
Ketchum, the head of the Financial 
Industry Regulatory Authority, made 
$2.8 million in 2014. In July, Fannie Mae 
and Freddie Mac announced plans to 
pay their chief executives $4 million 
apiece. The Senate voted on Sept. 15 to 
limit pay at those agencies to $600,000. 

Doty, whose term expires in October, 
would like to keep his job. Among 
those being considered to replace him 
are Lewis Ferguson, a sitting PCAOB 
board member, and William Duhnke, 
the top Republican staff member on 
the Senate Committee on Banking, 
Housing, and Urban Affairs, according 
to two people with knowledge of the 
matter who asked not to be named. 

All three have made their case to SEC 
head White. Both Ferguson and Duhnke 
declined comment through spokesmen. 
Senate Banking Committee Chairman 
Richard Shelby, who oversees the SEC, 
is pushing White to choose Duhnke, 
according to people familiar with the 
matter. Duhnke has served Shelby as a 
senior staffer on three Senate commit- 
tees, including the Banking Committee. 
Torrie Miller, a spokeswoman for Shelby, 
declined to comment. 

“I’ve made it clear that if the SEC 
thinks I should be there, I would want 
to be there,” Doty says. He declined 
to discuss any conversations he’s had 
with SEC officials about the position. 
White says the SEC is in the process of 
identifying “interested and qualified 
candidates.” Behind the scenes, Doty’s 
friends are lobbying on his behalf. 
Twenty-nine supporters, including 
former Fed Chairman Paul Volcker and 
Vanguard Group founder John Bogle, 
wrote White urging her to reappoint 
him. The group’s letter, which was also 



signed by former SEC chairmen Richard 
Breeden and Arthur Levitt, praised 
Doty’s leadership in reaching an agree- 
ment that allows PCAOB staff to review 
work done by auditors of Chinese com- 
panies that trade on U.S. exchanges. 

“If he’s willing to do another tour, all I 
know about him is positive,” says Levitt, 
a director of Bloomberg LP. “That 
agency should be as free of ideological 
bias as it can be.” — Dave Michaels 

The bottom line The regulator overseeing 
the accounting industry makes more than the 
president and the Fed chair put together. 
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Corporate Donors Drop 
An Anti-Gay Republican 

► Banks get behind a Democratic 
House challenger in New Jersey 

► It’s an “opportunity to oust one of 
the most conservative members” 

Scott Garrett, a Republican who’s 
represented northern New Jersey since 
2003, should be a lock for reelection. In 
2014 he won by more than 12 points. As 
chairman of the House subcommittee 
that oversees capital markets, he’s been 
in favor of rolling back the Dodd-Frank 
Act and other regulations, making him 
a darling of banks, hedge funds, and 
exchanges, which have raised millions 
for his campaigns. 

But Garrett, one of the most con- 
servative members of New Jersey’s 

congressional del- 
egation, has lately 
attracted attention 
for his other policy 
positions. In July, 
after the Supreme 
Court ruled that 
gay couples have 
a constitutional 
right to marry. 
Politico reported 
that Garrett told 
a private meeting of Republican 
lawmakers that he was refus- 
ing to pay his required dues to 
the party’s campaign committee 
because it had recruited gay candi- 
dates. That prompted the four major 
accounting firms-Deloitte Touche 
Tohmatsu, Ernst & Young, KPMG, 
and PricewaterhouseCoopers-to 



cancel a fundraiser they were sched- 
uled to hold for Garrett. All four firms 
signed an amicus brief submitted to 
the Supreme Court supporting same- 
sex marriage. Goldman Sachs, which 
also signed the brief, decided to stop 
making donations to Garrett through 
its political action committee. A 
spokesman for Garrett didn’t respond 
to messages left seeking comment. 

Others have gone even further. On 
Sept. 21, James Cicconi, head of exter- 
nal and legislative affairs at AT&T, 
and JPMorgan Chase’s head of cor- 
porate responsibility, Peter Scher, 
will host a breakfast meet-and-greet 
at AT&T’s Washington office for Josh 
Gottheimer, a corporate strategist for 
Microsoft who’s exploring a run for 
Garrett’s seat as a Democrat in 2016. 
Both Scher, a Democrat who worked 
in the Clinton administration, and 
Cicconi, who served in the White 
House under Presidents Ronald Reagan 
and George H.W. Bush, are longtime 
friends of Gottheimer. In their invita- 
tion, they say the race is “an excellent 
opportunity to oust one of the most 
conservative members of the House 
of Representatives.” The invitation 
describes Gottheimer, who served as a 
senior counselor to the chairman of the 
Federal Communications Commission 
from 2010 to 2012, as “a moderate, pro- 
growth, fiscal conservative and social 
progressive,” and concludes he’s “a 
friend of the business, financial and 
technology communities.” 

Cicconi, who rarely crosses the polit- 
ical aisle to support Democrats, says he 
has no qualms about Gottheimer. “While 
we have some philosophical differences, 
they’re not major,” he says. “He would 
be a definite upgrade in that seat.” 
Gottheimer raised $631,023 as of 
June 30, the last reporting deadline. 
That’s more than almost any other con- 
gressional challenger-and far more 
than Garrett, whose campaign reported 
raising $367,110 in the first half of the 
year. That includes donations from 
AT&T and JPMorgan Chase through 
their corporate political action commit- 
tees before Garrett’s anti-gay remarks 
were reported. Garrett has $2.2 million 
in the bank left over from previous cam- 
paigns. — Robert Schmidt and Silla Brush 

The bottom line The Republican chair of the 
House subcommittee for financial markets has 
lost bankers’ support over his social views. 

Edited by Allison Hoffman 
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Garrett faces a 
challenge from a 
Microsoft corporate 
strategist 




Your book. The Court and the World, 




Charlie Rose talks to... 

Stephen Breyer 

The Clinton appointee weighs in on his fellow Supreme 
Court justices and his stand against the death penalty 



explores foreign law's Impact on the 
U.S. legal system. Give me an example. 

We've had three cases involving a treaty 
about domestic affairs, about abduction 



of children They’re tough cases. We have 
groups who were trying to fight child 
abduction on one side and groups who are 
against spousal abuse on the other. Why 
are we suddenly deciding these matters? 
Because the world today is filled with 
mamages that 



You wrote a dissent in Bush v. Gore. 
Talk about what you learned from 
that experience. 

What I find most interesting in that 
case is that we did accept the rule 
of law. Many Americans opposed it, 
probably half. And it may be wrong. 
After all, judges are human, and 
their decisions may be wrong. And 
if we re not prepared to accept that, 
we don't have rule of law. What I 
say to students on that is, “I know 
20 percent of you are thinking, Too 
bad there weren't a few riots.' Before 
you come to that conclusion, turn on 
the TV set and see what happens 
in countries where they make their 
decisions that way.” I see in front of 
me people who are committed to 
deciding under law. That's a great 
thing. It's a great asset for this 
country. It's amazing, actually. 



I know lots of people who want to see the rule of 
law reach across borders before they * do business 
with or live In another country. 

The point in this book is that by participating in what's 
going on In this world legally, we'll further the rule of 
law. And if we don't participate, what will happen Is 
the world will go on without us. Who are we? We re 
people Jefferson and the founders said are engaging 
in an expenment Lincoln said. "We are engaged 
in a great war to see if this nation or any nation so 
conceived and so dedicated can long endure." And 
that's why I want us to think about what’s going on 
beyond our shores and the relevance of what you're 
arguing here to what's going on over there. And there 
are plenty of places where it's relevant. Plenty. 



cross boundanes 
The problem is, 
how do we adjust 
our institutions 
to sensibly 
create rules in a 
world where so 
many of these 
issues cross 
borders? It's not 
a problem that's 
been solved 



What's the dynamic among you and 
your eight longtime co-workers? 

I have not heard a voice raised in anger in 
that court. We disagree, but we disagree 
civilly. And we can be fnends And we 
are. It's professional. The disagreements 
can be senous. but no loud voices and no 
insults not even as a joke. And that's true 
for 20 years. I tell law students. "You can 
make your point. And you'll make it better 
if you make it in a civil way" 



What do you think win be on the court’s 
agenda, and how do you prepare? 

If there's an issue in this country that 
people are concerned about it’s quite 
likely to come up in front of the court. The 
way a judge proceeds and the strength 
of the institution is not to have a blank 
mind but to have an open mind It means 
you do. in fact read what people wnte 
on the issue You think about it and you 
don't just react as you might at a cocktail party. 
You discuss it with others and you make a 
decision That's a kind of 12th grade civics text 
explanation, but the courts do work that way 






Watch Charlie Rose on Bloomberg TV Weeknights at 6 p.m. and 9 p.m. ET 



Explain your dissent questioning the 
constitutionality of the death penalty. 

I said we should go back and consider 
the basic issue. That's what judges do. 
And they don't announce the decision 
before they read the bnefa But I can say 
there's enough right in front of us, which 
is what I did say. There's enough in terms 
of the wrong person (being executedj 
sometimes in terms of the arbitrary way 
In which it seems to have been applied, 
in terms of how long it takes— the 
average time a person is sentenced to 
death, between that moment and the 
time of execution, is 18 years. And I said, 
“Don't you think it's time to reconsider 
the matter 



Your fellow justices come 
to their decisions in very 
different ways, don’t they? 

I used to think, “Isn't it too 
bad that not everyone 
agrees with me?” And I've 
sort of changed on that 
because it’s a big country. 
There are 315 million people, 
and it isn’t so terrible to have 
a Supreme Court where 
different judges do, in fact, 
have somewhat different 
attitudes some of the time. 
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If You Blocked 
This Ad, 
We Wouldn’t 
Get Paid 




► Apple’s iOS 9 will allow ad blocking, terrifying website owners 

► “You see a rapidly accelerating rate of adoption” 



Seth Weintraub has made a career 
of reporting on Apple. His website, 
gtosMac, is one of the go-to publish- 
ers of news about the company. But in 
an ironic twist, a feature tucked inside 
Apple’s latest software for the iPhone 
and iPad threatens to undermine the 
way his site makes money. 

Released on Sept. 16, iOS 9 will let 
owners of Apple’s newer mobile devices 
download Web browser extensions that 
block ads, decluttering the browsing 
experience and denying websites valu- 
able views. The leading ad-blocking plug- 
ins are free and make their money either 
from donations or from ad networks that 
redesign their ads to meet certain stan- 
dards of unobtrusiveness. While iOS 9 
includes an Apple app called News that 
won’t support ad blocking, the prospect 
of ad-free mobile browsers has set off 
alarms at media companies. 

Weintraub, whose website gets about 
60 percent of its traffic from people 
browsing on iPhones or iPads, is con- 
sidering new business models to make 
up for revenue lost because of Apple’s 
ad-blocking option. gtosMac is start- 
ing to focus on selling more sponsored 
content, a newer form of advertising, 
popularized by Internet publishers such 
as BuzzFeed, in which advertisers pay 
for particular articles. Weintraub is also 
exploring the addition of links that steer 
people to buy products on websites 
such as Amazon.com, which then pay 
him a fee for each purchase. “There is a 
lot of indication that people are looking 
forward to using ad blockers on mobile 
devices,” he says. 

Ad blockers have been around on 
PCs for years, but only recently has 
adoption increased to the point where 
many websites are taking notice. More 
than 198 million people worldwide 
actively use ad blockers, up from about 
150 million a year earlier, according to 
a study released in August by Adobe 
Systems and PageFair. (The latter sells 
websites software aimed at bypassing 
ad blockers.) At least 20 percent of 
gtosMac’s readers use an ad blocker 
when visiting the site from a PC, 
Weintraub says. 

The trend is more pronounced for 
sites that cater to tech-sawy readers, but 
it’s becoming an issue for large media 
companies, too. Disney recently made 
a change to ESPN.com that rendered ► 
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◄ videos unwatchable for some users 
of ad-blocking tools. Meredith Kopit 
Levien, chief revenue officer at New York 
Times Co., said on the company’s quar- 
terly earnings call last month that ad 
blocking is “a real issue for the ecosys- 
tem, and we, like everybody else, are 
trying to understand what impact it will 
have.” She said the effects haven’t been 
“material,” but mobile devices could 
make ad blocking “a bigger issue.” 

“It’s a very big problem,” says Jason 
Kint, a former head of CBS Interactive’s 
sports division 
and head of the 
online publishing 
trade group Digital 
Content Next. “You 
see a rapidly accel- 
erating rate of 
adoption.” 
AdBlock, one 
of the industry’s 
leaders, says it’s 
working on soft- 
ware to release alongside iOS 9. “This 
is a very big deal for us,” says President 
Gabriel Cubbage. Six-year-old AdBlock’s 
software, which has about 40 million 
active users, works by identifying ads 
and removing them. Most Web ads come 
from a relatively small pool of servers 
owned by major ad networks such as 
Google. Because they’re so centralized, 
Cubbage says, “it’s very easy to block 
them.” He’s getting by on pay-what-you- 
want donations from users. 

Eyeo, the German company that 
makes a similar plug-in, Adblock 
Plus, released a browser on Apple’s 
App Store on Sept. 9 that lets users of 
iPhones and iPads surf the Web ad-free 
without needing to update their oper- 
ating system. Eyeo says it will release a 
plug-in for Apple’s Safari browser after 
iOS 9 comes out. The PC version racks 
up about 3 million downloads a week, 
according to the four-year-old company, 
which survived initially on angel invest- 
ment but now receives fees from its 
network of “acceptable advertisers.” 
Eyeo allows advertisers to bypass the 
blocking if their ads meet certain spec- 
ifications, such as ensuring that they’re 
clearly marked and that so-called 
preroll ads don’t run automatically 
before a video plays. This program, 
which has allowed Google to serve ads 
after paying undisclosed fees to Eyeo, 
is not universally loved. AdBlock works 
with the Electronic Frontier Foundation 
to let advertisers avoid being blocked if 
they join the Do Not Track list, limiting 



198m 

Global ad-blocking 
software users, 
according 
to Adobe and 
PageFair 



what tools they use to keep tabs on peo- 
ple’s online activities. 

AdBlock and Eyeo have said raising 
online privacy standards by reducing the 
number of parties tracking a person’s 
Internet activity is among their primary 
goals. The companies say they’re giving 
people a way to fight back against 
increasingly intrusive online market- 
ing. “We are being disruptive, but that’s 
what the industry needs,” says Eyeo 
co-founder Till Faida. 

Apple hasn’t publicly articulated why 
it’s allowing ad blockers on iOS, but 
Tim Cook has criticized Internet com- 
panies for violating people’s privacy to 
boost ad revenue. “They’re gobbling up 
everything they can learn about you and 
trying to monetize it,” the Apple chief 
executive officer said in a June speech 
at the Electronic Privacy Information 
Center. “We think that’s wrong.” Given 
that Google’s business centers on adver- 
tising, Android isn’t likely to follow suit. 
Google declined to comment. 

For publishers like gtosMac’s 
Weintraub, things become less black 
and white if their balance sheets are in 
the red. As long as websites remain sup- 
ported by ads instead of reader subscrip- 
tion fees, “if you go to a site, and you’re 
blocking their ads, then you’re not giving 
that site any reason to be in existence,” 
he says. “People are hurting the sites 
they are enjoying.” — Adam Satariano 

The bottom line Ad-blocking software usage 
has grown by a third in a year, and iOS 9 could 
further threaten online business models. 



E-Commerce 

China’s Google Tries to 
Move Offline 



► Baidu is spending billions to 
compete with Alibaba and Tencent 

► “We need to be patient and give our 
U.S. investors some time” 

Baidu runs China’s primary search 
engine, but with the PC search business 
maturing and the economy slowing. 



Chairman 
to diversify. Ii 
he’s pushed 
kinds of e-coi 
dominated b’ 



Robin Li 



| has been looking 
the past two years, 
aidu deeper into the 
iimerce businesses 
f China’s other two 
big Internet companies, Alibaba 
and Tencent. During that time, 



Baidu’s invested almost $1 billion in more 
than a dozen websites and apps special- 
izing in everything from food delivery 
to laundry pickup, from booking a doc- 
tor’s appointment to reserving a slot at a 
karaoke club. The goal is “transforming 
the company from connecting people 
with information to connecting people 
with services,” says Li, who’s committing 
$3.1 billion more over the next three 
years to just one of Baidu’s investments, 
Groupon look-alike Nuomi.com. 

For now, Li can afford such invest- 
ments because Baidu controls almost a 
third of China’s $24.2 billion online ad 
market. Analyst IResearch estimates that 
China’s search-related ad spending will 
rise 41 percent this year, compared with 
a global increase of 14 percent. Baidu has 
managed to reorient its search business 
toward smartphones and tablets, which 
account for most of its ad revenue. But as 
it commits more money to e-commerce 
expansion efforts, its profit margins have 
fallen by half since 2012, to 28 percent in 
its most recent quarter. 

So while Baidu is tapping its $12 billion 
in cash to widen its e-commerce 
footprint, it’s also trying to attract big- 
name partners. The company paid an 
undisclosed amount for a minority stake 
in Uber in December, and fast-food 
chain Ajisen announced in July that it’s 
investing $60 million in Baidu’s takeout 
service, which launched last year and 
has about 8 percent of China’s market. 
Borrowing from Amazon. corn’s strategy, 
Li is also expanding Baidu’s entertain- 
ment offerings. Its video service, IQiyi, 
signed a deal with Paramount Pictures 
in July for local streaming rights to 
800 of the studio’s titles, including the 
Transformers and Terminator series. 

Li says he doesn’t expect all his invest- 
ments to pay off in the short term. Even 
with the safe-looking stake in Uber, he 
says, “profit in this area is not something 
we’re looking for.” He’s betting on Uber 
to dislodge China’s ride-hailing market 
leader, Didi Kuaidi, which is backed by 
both Alibaba and Tencent and doesn’t 
rely on Baidu’s mapping software. In a 
Sept. 8 speech at Baidu’s annual confer- 
ence in Beijing, Uber Chief Executive 
Officer Travis Kalanick said he plans to 
expand Uber’s Chinese presence 
from 20 cities to about 120 in 
the next year. 

At the conference, Li 
unveiled Duer, a Siri-like 
service that takes voice com- 
mands a step further, leading 
users from movie information 
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Thumbing 
A Ride 



Drivers are rewarded 
with digital Zooz tokens, 
which can be used for 
future rides 



The app requires a 
certain number of 
drivers in an area before 
people can hail one 
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Geolocation helps 
people find fellow 
travelers willing to pick 
them up along the way 



to ticket purchasing, or from restau- 
rant recommendations to table book- 
ings. Shortly before the conference, the 
company entered the student loan busi- 
ness, and in barely a month it has issued 
about $15.7 million worth of loans aver- 
aging $3,140 apiece, according to Ya-Qin 
Zhang, Baidu’s president of new busi- 
ness. He says Baidu aims for 30 percent 
of the $1.6 billion market. 

Alibaba and Tencent are pursuing 
their own diversification plans. Tencent 
has bought stakes in No. 2 online retailer 
JD.com and Yelp-esque review site 
Dianping.com. Alibaba is branching 
into local services and in August paid 
$4.4 billion for one-fifth of Sunning, 
China’s leading electronics and appli- 
ance retailer. Alibaba intends “to develop 
a broad spectrum of consumer offer- 
ings, such as location-based services, 
offline commerce, and entertainment,” 
the company said in an e-mail. Tencent 
didn’t respond to requests for comment. 

Baidu has a ways to go before its new 
ventures pay for themselves. Investment 
bank Jefferies estimates that Baidu’s 
profit will fall more than 12 percent 
this year, to about $1.8 billion, while 
the company spends $2.5 billion on its 
e-commerce-centric expansion. Baidu’s 
Nasdaq-listed shares have dropped 
28 percent in the past six months, and 
Li says he may consider delisting from 
the U.S. in favor of his home market. 

But, he says, “We need to be patient and 
give our U.S. investors some time. I hope 
they will be able to appreciate us more.” 
— Bruce Einhorn and Tim Culpan 

The bottom line Baidu is spending an 
estimated $2.5 billion on e-commerce projects 
this year as its profits dwindle. 




Startups 



Uber by Way 
Of the Kibbutz 



► Israeli ride-hailing app La’Zooz 
runs like a commune 

► “I turn on the app, and it’s just 
like hitchhiking” 

Uber, in many ways, embodies hyper- 
capitalism. The app’s surge-pricing algo- 
rithm, which automatically raises fees 
when the weather is bad or demand is 
high, is a regular source of sticker shock 
and an occasional source of outrage. 



Some critics say the company is squeez- 
ing driver pay, others that it’s running 
roughshod over government regula- 
tors. Travis ICalanick, Uber’s confronta- 
tional chief executive officer, compares 
his job to running for public office, 
and it hasn’t been a smooth campaign. 
Protesters have disrupted corporate 
events, marched outside the company’s 
San Francisco headquarters, and inter- 
rupted Kalanick’s Sept, to interview on 
Stephen Colbert’s new late-night show. 

Halfway around the globe, Shay Zluf 
says he’s hoping to create the anti-Uber. 
From the Israeli village of Yodfat, the 
former yoga instructor has co-founded 
La’Zooz (Hebrew for “to move”), a 
sort of cooperative ride-hailing service. 
Through the decentralized organiza- 
tion’s app, people acquire digital tokens 
for rides by giving lifts to others or 
working on the app. The group behind 
La’Zooz talks a lot about “community 
responsibility,” reducing traffic, saving 
the environment, and the “fair share of 
wealth.” “Just doing another application 
was not enough for me,” says Zluf, 37, a 
former contract developer for EBay and 
Broadcom. “What is important for me is 
to start a movement.” 

Zluf says he was inspired by Israel’s 
2011 protests against the rising cost of 
living. The La’Zooz team began devel- 
oping its digital currency, based on the 
technology underpinning Bitcoin, in 
2013. About 80 coders and other people 
now volunteer their services to improve 
the app. One Zooz token converts to 
about a penny, and at the current rate, 
booking a ride through the app costs 
about a tenth the price of Uber, says Zluf. 



La’Zooz has been testing the ride-sharing 
service in Israel since July and says it’ll go 
live globally on Sept. 17. An article touted 
on the app’s website humbly declares: 
“The end of capitalism has begun.” 

Israel is a fertile environment for 
this kind of idealistic twist on one of 
today’s hottest technology businesses. 

It’s home to one of the most success- 
ful startup scenes outside Silicon Valley 
and a relatively affluent population 
with plenty of smartphones. Still, that 
doesn’t mean it’ll be easy for La’Zooz 
to stand out in the crowded Israeli ride- 
hailing market. A homegrown startup 
called Gett (formally GetTaxi) domi- 
nates, and for the past year Uber has 
been spending heavily to push its way in. 
Google, which bought the Israeli naviga- 
tion startup Waze for about $1 billion in 
2013, started testing a carpooling service 
called Ride With in Tel Aviv this summer. 

“We are aware of La’Zooz and wish 
them best of luck and success,” says 
Uber spokeswoman Li-or Avnon Sloan. 
“Applications like La’Zooz not only dem- 
onstrate that there is consumer demand 
for a ride-sharing product but also that 
other companies share our vision of 
future mobility.” 

So far, about 2,500 people have 
signed up to use La’Zooz’s app. Users 
have left enthusiastic reviews on 
Google’s app store and on Twitter, often 
throwing around words like “revolu- 
tionary.” Bitcoin developer Jeff Garzik 
says a decentralized transportation 
app such as La’Zooz has the poten- 
tial to “eat Uber and Lyft.” The trio 
behind the project has raised $120,000 
from supporters and friends to keep ► 
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◄ it going and has persuaded Ernst & 
Young to provide accounting services 
in exchange for Zooz tokens, says Zluf. 
Next, he says, they’re looking to raise 
an additional $1 million to develop an 
iOS version and more features. 

Yechiel Yogev, an engineer who lives 
in the northern Israeli city of Migdal 
HaEmelc, is an early fan. He used 
La’Zooz recently to catch a ride to Haifa, 
a city near Tel Aviv where companies 
including Google, Intel, IBM, Microsoft, 
Qualcomm, and Yahoo! have R&D facil- 
ities. “I turn on the app, and it’s just like 
hitchhiking. I used to love doing that 
as a soldier,” Yogev says. “Humanity at 
large needs to become more efficient 
by becoming more connected with 
one another.” — Gabrielle Coppola and 
Yaacov Benmeleh 

The bottom line La’Zooz may not end 
capitalism, but it’s a cheaper alternative to 
Uber if you happen to have a car or can code. 



Manufacturing 

Can the Mittelstand Fend 
Off U.S. Software Giants? 



► Germany’s plan to jump-start Web- 
linked factories faces competition 

► A U.S. -led rival “is already getting 
together to do joint experiments” 

For your job to be taken seriously in 
Germany, goes the joke, it should start 
with an “e-” and end in “-ngineering.” 

Yet German officials fret that for all their 
country’s hardware know-how, the 
economy is at risk in a world where soft- 
ware is king and factories are increas- 
ingly linked by the Internet. Worse, an 
effort to give German companies an edge 
in building the factories of the future 
is under threat from a similar initiative 
sponsored by U.S. tech companies. 

“There’s great concern that a Google 
or an Apple might master the manufac- 
turing world,” says Heinz-Jiirgen Prokop, 
head of development at Trumpf, a 
family-owned maker of metalwork- 
ing machinery that’s participating in 
a program called Industrie 4.0. “It’s 
important that we try to do it ourselves 
while we still have the opportunity.” 
Industrie 4.0’s alliance of compa- 
nies, academics, and political leaders 
was launched by the German govern- 
ment two years ago. The idea was to 



“There’s great 
concern that a 
Google or an Apple 
might master the 
manufacturing 
world.” 

Heinz- Jurgen 

Prokop, Trumpf 
development head 



encourage the small 
enterprises at the 
heart of the economy- 
what Germans call the 
Mittelstand - to embrace 
new technologies. Then 
last year, AT&T, Cisco Systems, 

General Electric, Intel, and IBM set up 
a similar initiative called the Industrial 
Internet Consortium, or IIC. 

Both groups aim to make it easier for 
machines in factories throughout com- 
panies’ supply chains to communicate 
with one another. The goal: to reduce 
downtime by anticipating when a factory 
will have spare capacity or need replace- 
ment parts, for example. Built-in sensors 
will collect all manner of data to better 
allocate resources, helping manufac- 
turers cut energy use by as much as 
20 percent and labor costs by 25 percent, 
according to consultant McKinsey. 

At stake is the health of German man- 
ufacturing, which employs 15 million 
people, about a third of the work- 
force. By 2020, Industrie 4.0-related 
projects will account for half of capital 
investment by German manufactur- 
ers, or some $45 billion, according to 
PricewaterhouseCoopers. Globally, 
investment in the industrial Internet will 
top $500 billion a year in 2020, up from 
$20 billion in 2012, researcher Wikibon 
estimates. To avoid falling behind, the 
“Mittelstand must maintain contact with 
the customer and not lose out” to soft- 
ware companies that might end up with 
valuable market data, says Volker Treier, 
deputy head of the German Chambers of 
Commerce & Industry. 

Germany was slower than Britain to 
capitalize on the 18th century indus- 
trial revolution, when mechanized pro- 
duction was driven by steam. In what 
the Germans call the second industrial 
revolution, around the turn of the 20th 
century, assembly lines powered by elec- 
tricity became the norm, and Germany 
was a trailblazer, led by companies such 
as Siemens. A third phase began mid- 
century with computer-regulated pro- 
duction, and the name Industrie 4.0 
refers to what Germany sees as the next 
wave-machines talking to one another. 

V 



$500b 

Projected global investment in the industrial 
Internet in 2020, up from $20 billion in 2012 
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The Germans have some advantages 
as that market takes off. Unlike in com- 
puting, with its standardized suite of key- 
boards and USB connectors, there are no 
dominant standards in industrial equip- 
ment. That gives the hardware makers 
of today-even small fry like Trumpf-an 
edge over giants like Google or Apple. To 
seize that opportunity, Trumpf last year 
quadrupled its coding staff, to about 
25. “We recognized that we needed far 
greater IT expertise,” Prokop says. “We 
needed to be able to analyze data.” 

For all of Germany’s concern about 
maintaining its edge in the new indus- 
trial economy, Industrie 4.0 acts primar- 
ily as a cheerleader and offers little in 
the way of financial help. Politicians and 
labor representatives have a strong hand 
in setting the group’s agenda, which 
focuses mostly on sponsoring research 
at top universities. 

The U.S. -dominated IIC, by contrast, 
coordinates trials of new technologies. 

It says it has launched 11 experiments, 
such as a system to track handheld 
tools to ensure they’re used effectively 
and a 100-gigabit-per-second network 
to connect machinery. Although the 
group hasn’t tallied total investment, 

GE alone says it’s spent $1 billion on 
industrial Internet projects in the past 
four years. IIC, which has grown to 200 
members, includingjapan’s Hitachi 
and even Germany’s SAP and Siemens, 
then shares its results. “The big differ- 
ence is that Industrie 4.0 is driven by 
the government and is unmistakably 
part of industrial policy,” says Krzysztof 
Bledowski, director of economic studies 
at the Manufacturers Alliance for 
Productivity & Innovation in Arlington, 
Va. The IIC “is already getting together to 
do joint experiments.” 

While the IIC appears to be out in 
front, Germany’s approach could lead 
to greater progress down the line as the 
adoption of greater connectivity in man- 
ufacturing could take decades, says 
Rainer Glatz, who leads Industrie 4.0 
projects at the VDMA German machine 
makers’ association. “In the U.S. they 
want to make lots of small steps as 
quickly as possible,” Glatz says. “In 
Germany, the effort is far more theoret- 
ical: Find the model first and then move 
toward implementation.” — Alex Webb 

The bottom line A German program to bolster 
its manufacturers is at risk of being eclipsed by 
a similar U.S.-led initiative. 



Innovation 

Vetigel 





Clients Suneris 
has preorders from 
about 200 veterinary 
clinics and says 
■tfs in talks with 
3.300 more. 



Form and function 

Vetigel, made primarily from algae, can halt 
the bleeding from an open wounSsgless 
than 10 seconds. So far, it’s being used to 
treat animals. \ 



Innovator Joe Landolina 
Age 22 

Chief executive officer of 
25-employee, three-year-old 
health-tech startup Suneris 
in Brooklyn, N.Y. 



Origin landolina 
began experimenting 
with tissue 
engineering at age 17 
and founded Suneris 
shortly thereafter. 

He has a master's 
In biomedical 
engineering from 
New York University 
but describes college 
as a side protect. 



Result Suneris says the gel 
can clot wounds in seconds 
that would take as long as 
10 minutes to stop bleeding 
on their own and that the clot 
is at least twice as strong. 



Application Injected with a 
syringe at the wound site, 
the Vetigel solution creates 
a mesh that clots the blood, 
landolina describes the 
compound as scaffolding for 
the body's own clotting fibers. 



Cost Suneris 
plans to charge 
veterinarians $150 
for a package of five 
Vetigel syringes. 



Funding Landolina 
says he's closing 
a round of angel 
investment but 
wouldn't say how 
much he's getting or 
name Investors. 




Next Steps 

“It saves time, and it saves blood loss,” says Jason Berg, a neurosurgeon at 
the Animal Specialty Center in Yonkers, N.Y., who’s tested the gel in surgeries 
on dogs and cats. Nothing else halts arterial bleeding, Berg says, noting that 
Vetigel “stopped it immediately.” Landolina says he’ll begin shipping to veterinary 
customers in November and hopes to get approval for human use from the U.S. 
Food and Drug Administration within two years. — Olga Kharif 
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I WANT AN INVESTMENT 
PLAN FOCUSED ON MY NEEDS, 
NOT ON FEES.” 

iShares Funds can help you 

keep more of what you earn. 

STRENGTHEN YOUR PORTFOLIO WITH iSHARES CORE FUNDS. 
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BlackRock is trusted to manage more money than any other investment firm in the world . 3 
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► Ominous rumblings from the IRS about a spinoff leave Yahoo! groping for a path forward 

► “Clearly, it’s not the outcome that people were looking for” 



It might be the most expensive “no 
comment” in history. In February, 
Yahoo! asked the Internal Revenue 
Service to give advance approval for 
one part of its plan to create a new 
company to hold its $25 billion stake in 
Alibaba Group Holding. The spinoff 
was aimed at saving the estimated 
$9 billion in taxes Yahoo would owe if 
it sold the shares. In a Sept. 8 regula- 
tory filing, however, Yahoo said the IRS 
had been noncommittal: The agency, it 
said, “was not ruling adversely on the 
request,” but it didn’t give its blessing. 

“Clearly, it’s not the outcome that 
people were looking for,” says Colin 
Gillis, an analyst with BGC Financial. 
The IRS did nothing to allay investor 
concerns when a week later it outlined 
new misgivings about tax-free spinoffs. 
Since May, when the IRS raised con- 
cerns about such transactions, Yahoo 
stock has fallen about 30 percent, while 
Alibaba shares are down 23 percent. 



Now, Yahoo Chief Executive Officer 
Marissa Mayer has to decide whether to 
proceed with the deal, which investors 
have been demanding. It’s most likely 
she will, according to a person familiar 
with company deliberations who asked 
not to be named. In the Sept. 8 filing, 
Yahoo said the IRS decision wouldn’t 
prevent its law firm, Slcadden Arps, 
Slate, Meagher & Flom from rendering 
an opinion that the deal would “satisfy 
all the requirements for tax-free treat- 
ment.” Yahoo and the IRS declined to 
comment. “There’s a strong likelihood” 
that the spinoff will happen, says Scott 
Levine, a tax partner at the law firm 
Jones Day. 

Yahoo is also looking at alternatives. 
One might be spinning off its core Web 
portal business rather than the Alibaba 
shares. That business, which includes 
search and display advertising, might 
be valued at about $5 billion, accord- 
ing to Shyam Patil, an analyst with 



Susquehanna Financial Group, so 
a spinoff would result in a tax hit of 
roughly $1.75 billion, assuming a rate of 
35 percent. 

The company also could simply sell 
its Alibaba shares and take the tax 
hit. Potential buyers: Alibaba itself or 
SoftBank Group, which owns a stake 
in the Chinese e-commerce company, 
says Brian Wieser, an analyst with 
Pivotal Research Group. Speaking hypo- 
thetically, Wieser says Yahoo could sell 
its core operations. Among companies 
that might be interested in the busi- 
ness are Twitter, which also depends 
on advertising revenue, and Verizon 
Communications’ new AOL unit, a 
longtime Yahoo rival. There’s no indi- 
cation from Yahoo that it’s considering 
such a deal. 

Yahoo unveiled the plan to spin off its 
384 million Alibaba shares in January, 
after activist hedge fund Starboard 
Value and other investors pushed ► 
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◄ management to unlock the value in 
its Asian holdings without incurring 
a huge tax bill. The following month, 
Yahoo asked the IRS to issue an opinion 
on the spinoff, which would include the 
company’s small-business unit, to fulfill 
the IRS’s requirement that a spinoff 
has to include an operating business to 
qualify as tax-free. 

The move seemed to be on track 
until May, when an IRS official raised 
questions about 



Yahoo Stock 
Price 




spinoff rules. The 
agency indicated 
$50 it had concerns 
about transactions 
in which a small 
$40 operating business 
is being bundled 
with large appre- 
$30 ciated assets for 
9/2014 9/2015 the purposes of a 

spinoff, a situation 
similar to the Yahoo proposal. 

On Sept. 14 the IRS issued more 
guidance, indicating it had misgiv- 
ings about spinoffs consisting mostly 
of investment assets with small active 
businesses attached. Essentially, 
without mentioning Yahoo, the agency 
said it wouldn’t bless in advance 
any deals that look like Yahoo’s. It 
announced it was considering tougher 
and clearer rules to prevent other 
companies from starting similar 
transactions to avoid taxes on invest- 
ment gains. 

The omens aren’t completely bad for 
an Alibaba spinoff. While the IRS could 
eventually kill the type of transaction 
Yahoo asked about, any rule changes 
are still in the future, 
says Levine. In its 
Sept. 14 guidance, the 



Quoted 



Yahoo might have 
“a 5 to 15 percent 
risk of losing. And 
that’s the range of 
risk that the IRS 
doesn’t like to 
touch.” 

Scott Levine, 

Jones Day 



IRS didn’t include language 
it’s used in the past-including 
in a 2014 warning against cor- 
porate inversions-that any 
new rules would be retroac- 
tive. That means Yahoo might 
be smart to move quickly on 
the transaction before the IRS has a ' 
chance to finish its changes. 

If the spinoff took place this 
year, Yahoo could report it as a tax- 
free transaction on its 2015 tax 
return, which it would likely file by 
September 2016. The IRS would have 
up to three years to inaugurate an 
audit. Big companies are typically 
audited annually, though each review 
can take years. 

If a subsequent audit led to a claim 
for additional taxes, Yahoo could 
go through the internal IRS appeals 
process. If it were still found to owe 
money, it could file suit in tax court. 

That would likely lead to years of prelim- 
inary hearings, trials, and appeals. For 
example, a case dating to 2004 involving 
deals among Microsoft’s overseas units 
hasn’t even gone to tax court yet. A tax 
court ruling this year in a case involving 
chipmaker Altera affected the compa- 
ny’s fiscal years back to 2004. 

Levine doesn’t see things going that 
far. If the spinoff proceeds and the 
IRS claims it owes taxes, Yahoo would 
probably be able to settle on favorable 
terms. Armed with a positive opinion 
from Skadden Arps, it would have 
a strong case, and the IRS wouldn’t 
want to risk an adverse judgment that 
could set a precedent for other com- 
panies. Yahoo would have only “a 5 to 
15 percent risk of losing,” he says. “And 
that’s the range of risk that the IRS 
doesn’t like to touch.” 



“When you look at some of the great 
business leaders on Wall Street, 
they demonstrate a lot of the same 
attributes the pope demonstrates.” 

John Studzinski, a vice chairman at Blackstone Group and board member 
of the St. Patrick’s Cathedral Landmark Foundation 





Either way, the Alibaba stake 
is likely to create a climate of 
uncertainty for Yahoo and its 
shareholders for years to come. 
“The reality is, the manage- 
ment team can only do so much 
regarding tax policy,” says Ben 
Schachter, an analyst at Macquarie 
Securities. Investors are likely to get 
some kind of update on what the 
company plans to do in October, when 
Yahoo typically announces third- 
quarter results. 

— Brian Womack, Richard Rubin, and 
Alex Sherman, with Patrick G. Lee 

The bottom line Yahoo may have to take on 
the IRS to avoid a $9 billion tax bill for spinning 
off its 384 million Alibaba shares. 



Banking 

In Japan, Mobile Money 
Is an Also-Ran 

► Customers prefer branches and 
ATMs to their phones 

► “You certainly feel very looked 
after” when you visit a bank 

Mac Salman likes the Bank of Tokyo- 
Mitsubishi flagship branch in Tokyo so 
much that he brings friends and family 
there when they visit Japan. There’s 
the brightly lit paneled ceiling, the 
plush peach carpet, and the marble 
counter staffed by polite, uniformed 
tellers, with no bulletproof glass to 
block interactions. There’s also a crew 
of ushers who patrol the floor, ready 
to guide every customer with an eager, 
“May I help you?” “It’s like something 
out of a Bond movie,” says Salman, 
head of research on Japanese financial 
companies at Jefferies Group in Tokyo. 
“You certainly feel very looked after 
when you go to do even the simplest 
of transactions.” 

The popularity of branches is 
one reason Japan, birthplace of the 
Walkman and PlayStation, falls behind 
even India and Nigeria in the use of 
mobile phones for banking. With its 
still-heavy reliance on cash for trans- 
actions, Japan has the lowest usage 
of mobile banking among 18 nations, 
according to a study by UBS. China 
ranked No. 1 in the UBS survey, with 
63 percent of customers using their 
phones for banking, compared with 
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only 16 percent in Japan. The U.S. was 
13th, with 35 percent. 

The UBS study noted that in Japan, 
tellers and ATMs can do more than 
phone apps. Customers often use ATMs 
to transfer money to people and update 
transaction records by inserting their 
passbooks. “Management commitment 
to mobile banking isn’t that strong in 
Japan compared to other countries,” 
says UBS analyst Shinichi Ina, an author 
of the report. “There are still a lot of 
customers who like branches, and I 
think that’s part of the reason for the 
lack of urgency.” 

The public’s preference for branches 
may be costing Japanese banks an 
opportunity to both reduce expenses 
and attract young customers, who 
are more inclined to use phones for 
banking. Mobile banking users world- 
wide are expected to more than double 
to 1.8 billion people by 2019, accord- 
ing to Juniper Research and KPMG. 

The cost of conducting transactions at 
ATMs globally is as much as 13 times 
higher than through a mobile phone, 
according to Javelin Strategy & Research 
and KPMG. Transactions done at 
branches cost up to 43 times as much. 

Bank of Tokyo-Mitsubishi, Japan’s 
biggest, has the most Internet and 
mobile customers, says Hirotaka 
Toeda, head of retail business promo- 
tion at the company’s main lending 
unit. He declines to give the total. 



“We offer pretty much all the prod- 
ucts and services our customers need 
at the moment.” While many custom- 
ers aren’t interested in mobile, he says, 
the bank ensures that “convenient and 
stress-free” functions are available. 

The country’s six Internet banks 
are more focused on mobile cus- 
tomers. Jibun Bank, Bank of Tokyo- 
Mitsubishi’s joint venture with wireless 
operator KDDI, has attracted 2 million 
accounts since it launched in 2008 
and is adding about 350,000 a year, 
says Torn Yoshikawa, head of cor- 
porate planning. Deposits increased 
17 percent in the year ended in March, 
more than the 3.9 percent increase at 
all Japanese banks. “Every transac- 
tion we offer can be done through the 
mobile banking app,” Yoshikawa says. 
Among the bank’s innovations is soft- 
ware that allows customers to open an 
account by uploading a photo of their 
driver’s license. 

Katsuya Itou, an agricultural con- 
sultant from Tokyo, used Jibun’s 
imaging system to get started with 
online banking. While he still keeps 
money at Bank of Tokyo-Mitsubishi, he 
says he uses his Jibun account, where 
“interest rates are good,” to save for 
his wedding. “Jibun Bank is taking a 
forward-looking approach,” UBS’s Ina 
says. Still, the company will struggle to 
shake up the industry because it risks 
cannibalizing its parent, he adds. “I 



don’t see any reason why the mobile 
banking sector won’t continue to 
grow,” says Bank of Tokyo-Mitsubishi’s 
Toeda. “But we still want customers to 
come to our branches.” 

— Gareth Allan and Shingo Kawamoto 

The bottom line Japan ranks last among 
18 nations for mobile banking in a UBS survey, 
behind less-developed nations such as India. 
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Rough Weather Ahead 
For Junk Bonds 

► Low oil prices could lead to a wave 
of defaults next year 

► “Worries about commodities are 
the overarching theme” 

With oil prices depressed, junk-bond 
investors are bracing for defaults among 
companies that issue the high-risk, high- 
yield securities. Standard & Poor’s proj- 
ects that 2.9 percent of junk bonds will 
default through the first half of next year, 
and a measure devised by veteran junk- 
bond analyst Martin Fridson suggests 
investors are expecting a default rate of 
4.8 percent during the next 12 months, 
with much of that coming in the energy 
industry. “Unless there is a miraculous ► 
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Distress in the High-Yield Market 

Percentage of junk bonds yielding at least 10 points 
more than Treasuries of similar maturity 



Energy Debt Yields the Most 



8/2010 




DATA: BANK OF AMERICA MERRILL LYNCH 



◄ turnaround in oil prices, there is likely 
to be a lot of defaults,” says Fridson, 
chief investment officer at Lehmann 
Livian Fridson Advisors. 

Fridson’s outlook is based on the 
growing percentage of junk bonds yield- 
ing at least to percentage points more 
than Treasury bonds with similar matur- 
ities. That figure stands at 15.5 percent, 
the highest since 2011, according to 
Standard & Poor’s. He says the market is 
more pessimistic about defaults because 
the rating companies are looking at the 
overall economy and not accounting for 
how bad things are in energy. 

The last time junk-bond investors had 
priced in so many defaults, Europe’s 
debt crisis was threatening to infect 
markets globally and the U.S. lost its 
AAA credit rating. Soon central banks 
around the world would begin pumping 
unprecedented amounts of cash into 
the financial system. 

As central banks pushed borrow- 
ing costs to record lows, energy com- 
panies in the middle of a shale boom in 
the U.S. borrowed heavily to fund their 
drilling operations. Oil and gas drillers 
issued $213 billion in junk-rated bonds 
in the past four years. That increased 
the share of energy company debt in 
a Bank of America Merrill Lynch junk 
bond index to 13 percent this year, from 
9.4 percent in 2005. 

With oil at about $44 a barrel, about 
60 percent below its 2014 peak, inves- 
tors are demanding more yield to own 
debt of commodity-related companies. 
“The high-yield market has become 
very bifurcated-worries about com- 
modities are the overarching theme,” 
says John McClain, a money manager 
at Diamond Hill Capital Management. 
Oil and gas company debt accounted 
for more than a third of the $128 billion 
of securities trading at levels consid- 
ered distressed in August, according 



to S&P, and half the bonds issued by 
speculative-grade metals, mining, and 
steel companies were distressed. 

Edward Altman, the New York 
University professor who developed 
the Z-Score method for predicting 
corporate bankruptcies, expects the 
default rate to reach 3.3 percent by 
the end of this year and to top its his- 
torical high of 3.5 percent next year. 
Even though “a lot of bad news has 
been priced in,” McClain says, “we still 
remain fairly pessimistic.” 

— Michelle F. Davis and Cordell Eddings 

The bottom line With the price of oil about 
60 percent below its high, energy companies 
may soon lead a wave of junk-bond defaults. 



Tax Havens 

Italy’s Tax Dodgers Hide 
In a Swiss Loophole 



► Italians looking to conceal assets 
turn to safe-deposit boxes 

► “Those that don’t respect the rules 
must be pursued” 

Italians who want to stash their riches 
out of reach of tax collectors might 
familiarize themselves with a res- 
taurant on the Via della Posta in the 
Swiss town of Locarno, about 6 miles 
from the Italian border. One floor 
above Ristorante Pasta e Ravioli is the 
office of safe-deposit-box company 
Gestisafe, whose website boasts that 
it can offer “a service comparable to 
a bank but free from the stringent 
rules governing the sector." 

Gestisafe, founded in 2009, 
and its growing number of rivals 
aren’t subject to the rules of 



Switzerland’s financial regulator, which 
require banks to report “suspicious 
financial activity” to MROS, the Swiss 
Money Laundering Reporting Office. 
MROS says “that may involve illegal 
money or criminal organizations” or 
“terrorist financing.” 

With American and European reg- 
ulators pressuring Swiss banks to 
come clean about their foreign clients’ 
assets, independently operated safe- 
deposit boxes are popping up across 
Switzerland, replacing bank accounts 
as a preferred method of hiding assets. 
That’s especially prevalent in Ticino, 
Switzerland’s sole Italian-speaking 
canton. “Maybe it’s not only Ticino, but 
it seems that it’s in Ticino where there 
is the greatest concern,” says Stiliano 
Ordolli, head of MROS. 

While neighboring France and 
Germany have been pushing 
Switzerland to get tough on its banks, 
Italy has also become more aggressive 
recently, driven in part by its need to 
raise tax revenue. Under a law that went 
into effect in January, Italians have until 
Sept. 30 to declare their Swiss assets 
to Italian authorities and face reduced 
penalties. As Italians with undeclared 
assets stashed in Switzerland repatri- 
ate that money or look for other places 
to hide it, they’re hurting an already 
besieged banking industry in Ticino. 

The number of banks in the canton 
has dropped 30 percent-to 54 in 2013 
from 77 in 2008, according to the 
Ticino Banking Association. With the 
remaining banks under pressure from 
Switzerland to report suspicious activ- 
ity, safe-deposit-box companies are 
filling the void for those determined 
to defy Italy’s financial police, Guardia 
di Finanza. 

The boom in safe-deposit-box compa- 
nies has led two Ticinese politicians to 
demand an inquiry by the Swiss govern- 
ment into their growth and what their 
role in money laundering may be. Safe- 
deposit-box operators “are not consid- 
ered financial intermediaries, and they 
don’t have an obligation to report to us,” 
says MROS chief Ordolli, who 
is awaiting a report from 
the Swiss Department 
of Finance on the 
extent of the safe- 
deposit industry 
in Ticino and ► 












Lucy suffers 
from MSTS. 



Manual Sales 
Tax Syndrome 



Manual Sales Tax Syndrome (MSTS) is treatable. 
Ask your accountant about AvaTax today. 



implementation are common 
and well documented These 
indude, but arc not limited to. 
greater sense of ease and well 
being, significantly reduced risk 
of penalties ana interest in the 
event of an audit, greater focus 
on profit making activities, 
more free time to enjoy the 
things you love — including 
family and friends If you 
experience any of these very 
common side effects, contact 
your accountant immediately. 
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Bid/Ask 



By Kyle Stock 




$544m 



Japanese meat and greet. Itoham Foods, Japan's second-largest 
meatpacker, agreed to merge with Yonekyu, the No.7 player. While both 
companies are heavy on pork, Itoham is also big in beef and Yonekyu 
brings chicken to the table. Together, the companies hope to feed rising 
demand in emerging Asian markets and beyond. 



$6.5b~ 


Vista Equity Partners buys Solera. The private equity 
firm paid a 53 percent premium for Solera, which makes 
software to process auto insurance claims. 




f Dentsply buys Sirona Dental. The two biggest makers of 


dental products describe the tie-up as a merger of 
equals. They have $3.8 billion in annual sales combined. 


$450m^ 


_^J<,ellogg goes to Africa. The cereal empire formed a joint 
^ -^ontni-o w jth Tolaram Africa Foods and bought a 

50 percent stake in Multipro, a distributor based in Nigeria. 


$39dm 


Enea bids for coal. The Polish state-owned utility offered 
to buy a 65 percent stake in Lubelski Wegiel Bogdanka, a 
private miner that is one of its major suppliers. 


$300m 


Amgen buys a Dutch heart specialist. Dezima Pharma, a 
drugmaker, is best known for developing a treatment 
called TULIP, which is intended to lower cholesterol. 


$72m 


Larry Ellison books a hotel. The software tycoon paid 
almost $1 million per room for the Epiphany Hotel, a 
boutique property in downtown Palo Alto. 



$41,98 




Jaguar rolls out an SUV. The Tata-owned brand unveiled 
its first off-road machine— aimed at attracting younger 
uyers— at the Frankfurt Auto Show. 



◄ throughout Switzerland. 

Estimating the number of Swiss safe- 
deposit companies is tricky. There may 
be 30 in Ticino, says Paolo Bernasconi, 
a tax lawyer in Lugano, Ticino’s banking 
hub and biggest city. A November 2014 
report from local newspaper La Regione 
estimated there are about 50,000 safe- 
deposit boxes in the canton, and that at 
least to companies had sprung up in the 
previous 18 months. 

The problem, says Claudio Abate, 
a lawyer and one of the Swiss parlia- 
mentarians pushing for the federal gov- 
ernment to act, is that safe-deposit 
companies aren’t breaking the law, 
just exploiting a regulatory loophole. 
“We’re not looking for the grandmothers 
who’ve put away 10,000 francs in a 
safety-deposit box for safekeeping,” says 
Abate. “But those that don’t respect the 
rules must be pursued.” 

If the proliferation of safe-deposit 
companies is found to be a national 
problem, the Swiss government will 
have to address it. Abate says. National 
lawmakers could also kick it back to the 
local government of Ticino if they don’t 
see it as a countrywide headache. That 
could put it in the hands of Ticino’s 
chief prosecutor, John Noseda, who, 
according to Abate, has stated publicly 
that unregulated safe-deposit compa- 
nies are a problem. 

The high prices that Gestisafe and 
others charge have yet to put clients off. 
A l-foot-square safe-deposit box that’s 
19 inches deep costs 840 francs ($860) 
a year. The biggest box on offer, more 
than 5 feet tall, 3 feet wide, and 20 inches 
deep, goes for 5,900 francs. Across 
the street from Gestisafe sits Swiss 
Family Safe, which charges as much 
as 3,500 francs a year for a range of box 
sizes. Gestisafe declined to answer ques- 
tions. Swiss Family’s managing director, 
Alfredo Muller, didn’t return phone calls. 

The rise of safe-deposit boxes is a 
boon for jewelers along Lugano’s Via 
Nassa, home to Cartier, Bulgari, and 
Bucherer boutiques, as people race to 
convert cash into assets they can lock 
away. The luxury retailers have “had 
a wonderful year,” says Bernasconi, the 
Lugano tax lawyer. “It’s been a golden 
year on the Via Nassa.” 

— Hugo Miller 

The bottom line As Italy cracks down on tax 
dodgers, Swiss safe-deposit boxes become 
the preferred method for hiding assets. 

© Edited by Eric Gelman and Matthew Philips 
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1 

The people have spoken. 
And by spoken we mean 
downloaded. 

#1 trading app in the App Store. 
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Forward-thinking strategy and innovative 
technology. When the first is enabled 
by the second, your business is equipped 
with a competitive edge. Our unique 
approach helps you react quicker, scale 
easier and capitalize on rapidly emerging 
opportunities. With strategy enabled by 
technology, your business is positioned 
to adapt and grow - today and tomorrow. 
That's high performance, delivered. 
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Masters of the 
Small Canvas 



A floating solution 
for flood-prone 
shantytowns 52 



Hadid joins the 
starchitects along New 
York’s High Line 51 



► Drawing icons and emoticons for screens of all sizes 



►“It involves a type of poetic problem-solving” 



Apple Chief Executive Officer Tim 
Cook’s announcement this month 
that “the future of TV is apps” made 
designer Louie Mantia very happy. He 
and Alexa Grafera run Parakeet, a 
studio in Portland, Ore., that special- 
izes in designing icons-the postage- 
stamp-size images that users tap or click 
to launch apps. On the new Apple TV, 
which the company demonstrated on 
Sept. 9, the animated 3D icons look 
much sexier than their tiny, static 
iPhone counterparts. “We are very 
excited about Apple TV,” says Mantia. 
For designers like him, the product’s 
home screen is a new canvas. 

Ever since Susan Kare’s 8-bit designs 
graced the first Macintosh screens in 
1984, icon design, like digital typog- 
raphy, has been an important if 
unglamorous niche in the software 
business. The 2008 debut of Apple’s 
App Store created “a sea change in our 
industry,” says Gedeon Maheux, co- 
founder of Iconfactory, a large design 
studio in Greensboro, N.C., that does 
work for big brands such as Windows 
and Twitter. “It gave us job security.” 

A decade ago, one of Iconfactory ’s 
principal designers specialized in 
mimicking the large-format, heavily 
detailed visual style of Aqua, Apple’s 
name for the user interface on its Mac 
OS X operating system. (Aqua’s envi- 
ronment was designed to conjure 
water, from bubbles to the way light 
is refracted undersea. “We made the 
buttons on the screen look so good 
you’ll want to lick them,” Steve Jobs 
told an interviewer.) Now Iconfactory 
also designs custom emojis the size of 
„ cookie crumbs. 

E Icons and glyphs the term for 
| symbols that blur the line between 
5= typography and pictograms, such as 
8 the triangular “play” button on online 



Client Twitter 



Designer 
Gedeon Maheux, 
Iconfactory 



Face tnth stucA-ouf 
tooyucand 
•vrVtmy eye 



Differentiator 

“The yellows in the 
smiley faces are less 
saturated than Apple’s. 
That automatically 
gives them a 
uniqueness.” 

ft 



Legibility “There’s no 
highlight or shadow 
on the tongue, which 
helps them read well 
in a tiny tweet.” 



Color Tests showed 
that desaturated 
colors looked best on 
device screens and 
also differentiated 
thedesiga 

■ ■■■ 



Project Twemoji 



O 



Form Flat, geometric 
shapes look best 
on small screens. 



videos-must be drawn for every screen 
size that Silicon Valley produces, from 
5K resolution monitors to smart appli- 
ances and wearables. Designers such as 
Maheux and Mantia, who also was at the 
Iconfactory before starting Parakeet, are 
the ones doing that work. 

Companies prepare and refine 
concept sketches by hand, then craft 
from scratch the digital “assets”-be 
they dozens of images for a single app 
or the hundreds of glyphs required by 
an operating system or social network. 
They rarely repurpose even the 
simplest shapes. Designers often work 
alone or in pairs. “Although when we 
have to draw a globe for the umpteenth 
time, it’s better to throw everyone at it,” 
says Maheux. “It takes the pressure off.” 

Even the tiniest icons start out big on 
designers’ screens. This isn’t merely for 
convenience while drawing them: Many 
clients require large-format versions 
of the icons for use in offline market- 
ing materials. Multiple device resolu- 
tions are another issue: Apple’s App 
Store, for instance, requires developers 
to submit different-size images for each 
icon, from 29 x 29 pixels, about as large 
as a pencil eraser (for display in iOS’s 
Settings app), to a DVD-size 1024 x 1024- 
pixel version for use in promotional 
materials and presentations. Icons may 
come in ever-smaller contexts think of 
the Apple Watch’s minuscule app grid- 
but “from the designer’s perspective, 
everything’s getting bigger,” Maheux 
says. “The physical dimensions of the 
art are larger than ever, and the super- 
high density of pixels lets you see all 
the details clearly even at truly tiny 
display sizes.” 

At large companies such as Google 
and Microsoft, where software is 
deployed across hundreds of products 
and services, icon design is done by ► 
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◄ in-house teams. Google’s approach 
is a blend of design and engineering: 
Icons are treated like code and housed 
in an open source repository. “There’s 
one ‘pause’ icon for the whole company, 
and if we tweak it, the changes propa- 
gate out to everybody automatically,” 
says Josh Estelle, who leads the material 
design engineering group. 

There are still old masters at work 
within corporate walls. Brian Frick, 
who spent 15 years at Apple designing 
icons for such classic Mac OS X applica- 
tions as Mail and iTunes, now works at 
Facebook, where he helped redesign 
the company’s ubiquitous “Friends” 
glyph. (“He’s a very prominent figure 
in the field,” Mantia says.) Rare, whose 
original Macintosh icon sketches reside 
in the Museum of Modern Art, was 
recently hired by Pinterest to, as she 
puts it, “bring empathy” to the compa- 
ny’s product interfaces. 

Having once likened icon illustration 
to “working with needlepoint,” Rare 
says the design principles are the same 
as they were in 1984. “Good icons work 
the way traffic signs do,” she says. “It 
involves a type of poetic problem-solving 
in order to arrive at a design that can be 
understood universally and communi- 
cate a function at a glance.” 

As driverless cars, smart homes, and 
other Internet-connected devices enter 



the mainstream, designers of these 
digital traffic signs are encountering 
demand from unexpected quarters. 
Among Parakeet’s recent clients are the 
makers of the June Intelligent Oven, 
a microwave-like appliance whose 
screen displays luscious-looking food 
icons as one-tap shortcuts to cooking 
a perfect meal. Mantia and Grafera 

crafted two dozen icons for 

The animation 
for reminders is a 
cross between “a 
lightbulb blinking 
above your head 
and a bogie on a — 
radar screen.” 



Cortana 




Microsoft 

Designer 

Albert Shum, Microsoft 
The icon for the digital 
assistant on Windows 10 
uses a shade of cyan 
internally code-named 
“Cortana Blue” 

“We tested versions 
that used the iris from 
[Halo game character] 
Cortana’s eye, but 
without the context it 
ended up looking very 
much like the burner of 
an oven range.” 







"We wanted 
\ to catch your 
^ attention but not 
communicate an 
inappropriate level 
of urgency.” 



June, including chicken nuggets, baked 
salmon, and asparagus-a job that 
synced conveniently with Grafera’s off- 
hours habit of drawing food emoji for 
fun. Says Mantia: “If we weren’t getting 
paid, we’d be doing this anyway.” 

— John Pavlus 

The bottom line Designers who craft digital 
icons are busier than ever as devices with 
displays proliferate. 




Software 



Who Needs an 
Interface Anyway? 

► Startups are piggybacking on text 
messaging to launch services 

► “Thank God I don’t need to 
download another f— ing app” 

In his rush to get his latest startup off 
the ground, Ethan Bloch didn’t want to 
waste time designing a smartphone app. 
He thought people would appreciate 
the convenience of not having to down- 
load an app and then open it every time 
they wanted to use Digit, a tool that pro- 
motes savings. Introduced in February, 
it relies on text messaging to commu- 
nicate with users. To sign up for the 
service, users go to Digit’s website and 
key in their cell number and checking 
account number. The software analyzes 
spending patterns and automatically sets 
money aside in a savings account. To see 
how much you’ve socked away, text “tell 
me my balance.” Rey in “save more,” 
and Digit will do as you command. “A lot 
of the benefit of Digit takes place in the 



background. You don’t need to do any- 
thing,” says Bloch. 

Conventional wisdom holds that 
intricately designed mobile apps are 
an essential part of most new con- 
sumer technology services. But there 
are signs people are getting apped out. 
While the amount of time U.S. smart- 
phone users spend with apps contin- 
ues to increase, the number of apps the 
average person uses has stayed pretty 
much flat for the last two years, accord- 
ing to a report Nielsen published in 
June. Some 200 apps account for more 
than 70 percent of total usage. 

Golden Krishna, a designer at Cooper, 
a San Francisco consulting firm that 
helps businesses create user experi- 
ences, anticipated the onset of app 
fatigue. In a 2012 blog post, “The best 
interface is no interface,” he argued 
that digital technology should strive to 
be invisible. It sparked a wide-ranging 
debate, and Krishna has spent the past 
several years making speeches, pro- 
moting a book with the same title as his 
essay, and doing consulting work for 
Silicon Valley companies. 

Startups have picked up on his ideas. 
Product Hunt, a popular website where 
people post ideas for new tech services, 
recently compiled a list of more than 
40 “apps without an interface,” most of 
which use text messaging to do things 
like schedule meetings, sell T-shirts, or 
process restaurant delivery orders. 

In August, Facebook introduced M, 
a digital personal assistant built into its 
messaging service that allows people 
to text requests for a dinner reserva- 
tion or for the perfect baby gift. The 
service, which is being tested by a small 
number of users in California, hints at 
Facebook’s ambitions to transform its 



Heads Up! iOS App 



Warner Bros. 

Designer 

David Lanham, 
Impending 
The client was 
“surprisingly light on the 
branding requirements.” 
The blond hair and blue 
eyes were inspired by 
Ellen DeGeneres. 

No extraneous detail: 
“You don’t see any more 
of the face than you 
need to.” 




V v “When you show 
someone how to 
play, you put the 
phone up to your 
head. The icon 
ended up being a 
miniature tutorial.” 



Intelligent Oven 



June 

Designer 

Alexa Grafera, Parakeet 
Warm lighting inspired 
by food photography. “It 
was important to make 
sure that each icon 
looked appetizing, and 
appeared to be cooked 
to the ideal level.” 

The large screen 
on the oven supports 
bigger icons with 
lots of realistic 
illustrative detail. 



“The chicken 
nugget presented 
a particular - ^ 
challenge of \ 
identifiability. \ 



t 




“Adding a little 
bit of ketchup on 
the corner helped 
tremendously.” 
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own messaging app into a kind of pro- 
prietary Internet where people spend all 
their time instead of bouncing around 
among different apps. The social media 
giant appears to be emulating China’s 
WeChat, which has embedded a broad 
range of services into its mobile messag- 
ing product. 

Text messaging services can feel par- 
ticularly intimate because they talk 
like humans. Digit users who type 
“thank you” after the software executes 
a command instantly get a “you’re 
welcome.” The barriers to using a new 
service are also lower, because there’s 
nothing to download. In a February 
blog post, Jonathan Libov, an analyst 
at venture capital firm Union Square 
Ventures, recounts standing at a New 
York City bus stop and having another 
passenger tell him about Bus Time, 
which lets people text the Metropolitan 
Transit Authority to find out how long 
they’ll have to wait for the next bus. His 
first thought: “Thank God I don’t need to 
download another f— ing app for this.” 

The simplicity of text-based services 
often obscures deep complexity. Most 
companies still struggle with what’s 
known as natural language process- 
ing, so what may appear to be impres- 
sive feats of automation are actually 
being done by old-fashioned humans. 
Facebook’s M service uses artificial 
intelligence to field requests, but people 
perform the actual tasks. Magic, a text- 
based concierge service that inspired 
excitement in startup circles when it 
was introduced earlier this year, does 
the same. 

Ryan Hoover, founder of Product 
Hunt, salutes this hybrid approach as 
a way for startups to gauge demand for 
their product before building all the req- 
uisite technology. “It’s a really good idea 
for entrepreneurs,” he says. 

But manpower is expensive, and start- 
ups that think they’ll be able to figure 
out how to get machines to act like 
people are setting themselves up for dis- 
appointment, argues Libov. “Natural 
language processing and artificial intelli- 
gence have seemingly been right around 
the corner for decades now,” he says. 

Digit has succeeded in automating 
most of its service by limiting its menu of 
actions. Bloch says he’s built in some fea- 
tures to make his bots seem more per- 
sonable, replying to certain messages 
with jokey references to, say, Outkast 
lyrics. His service now has tens of thou- 
sands of users who pay no fees. (Digit 
makes money by taking a cut of the 




Apartments start at 
1,700 square feet 
and max out at 
6,000 square feet. 

The building’s 
open-plan layouts 
conjure lofts. 



interest on its members’ bank deposits.) 

Despite his initial resistance to build- 
ing an app, Bloch has come around to 
the idea, mostly because he doesn’t want 
to miss out on the marketing opportu- 
nity of having his product on display at 
app stores. His developers hope to get 
Digit into the Apple’s App Store within 
the next six months. Says Bloch: “We 
know that growth is above and beyond 
our expectations without an app, so we 
wonder what growth would be with an 
app.” — Joshua Brustein 

The bottom line Because of consumers’ app 
fatigue, many new tech services rely on texting 
to interact with users. 
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A Hadid Spaceship 
Lands in New York 

► The Anglo-lraqi architect’s condo 
looks over a prime tourist spot 

► “The whole liberation of the High 
Line has made projects possible” 

It’s a delicate time for Zaha Hadid. 

The Anglo-lraqi architect’s curva- 
ceous, futuristic buildings have gone 
up in cities as far apart as Guangzhou 
in China and East Lansing in Michigan, 
earning her a Pritzker Prize, the pro- 
fession’s highest honor. Yet in Tokyo, 
Prime Minister Shinzo Abe shelved 
plans for Hadid’s stadium intended for 
the 2020 Summer Olympics in the face 



of protests over its $2 billion estimated 
cost. The architect has returned to 
the drawing board. In Miami, the city 
scrapped plans for a Hadid-designed 
parking garage, also because of its high 
projected cost. 

Amid such controversies, Hadid’s 
first building in New York City-a 
glassy ll-story condominium-has 
been quietly rising next to the ele- 
vated High Line 
park in Chelsea. 
Built by Related, 
one of the city’s 
biggest developers, 
520 W. 28th St. has 
39 apartments and 
dozens of balconies 
and will feature 
amenities such as 
a 75-foot saltwater 
pool, a private 
spa, and a refrigerated package room 
(to keep residents’ grocery deliveries 
chilled). Units range from 1,700 square 
feet to more than 6,000 square 
feet, with the cheapest going for 
$4.95 million. The priciest apartment is 
$50 million, among the most expensive 
in New York. 

While those numbers might sound 
exorbitant, they’re becoming the norm 
in the west side of Chelsea. The neigh- 
borhood, primarily industrial 20 years 
ago, is in the midst of a transformation 
that will culminate with the mammoth 
Hudson Yards project. “In the Hudson 
Yards and the area around the High 
Line, the zoning was changed about 
a decade ago,” says Kate Slevin, the 
head of policy and planning at the ► 




Hadid’s designs 
often provoke 
controversy 
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Reinventions 



Floating City 
Apps 

Firm 

Waterstudio 

Location 

Rijswijk, Netherlands 

Total cost 

$28,000 



Solar panels 
z supply the 
electricity. 



A Lifeline for Slums 



More than 600 million people worldwide live in 
shantytowns that suffer chronic flooding. Because 
these settlements are often illegal, entrepreneurs 
and community groups can’t get the building 
permits, insurance, and bank loans to open 
grocery stores, health clinics, and other essential 
establishments. 

Dutch architect Koen Olthuis thinks he has a 
solution: His Floating City Apps are structures built 
from shipping containers that 
can be docked alongside 
waterfront slums. The first, 
set to be deployed in Dhaka, 
Bangladesh, this fall, will be 
outfitted with 20 computer 
workstations. It will be used 
as a classroom in the daytime 
and as an Internet cafe in 
the evening. Unesco and a local nonprofit are 
subsidizing construction. Because the units are 
vessels, they will qualify for insurance and private 
financing, which may also make them attractive 
options for local businesses. 

Olthuis’s firm, Waterstudio, specializes in 
waterborne architecture and is building a floating 
resort in the Maldives. He wants to put some of 
that know-how to work for the benefit of the poor. 
“The architecture is simple,” he says. “But you 
need to have a business model.” — Carol Matlack 






Standard 20-foot 
containers will be 
customized in the 
Netherlands. 







Some 13,000 plastic 
bottles are used to 
create pontoons that 
- float the platform. 
Local children will be 
paid to collect 
the bottles. 




Prototype This demonstration unit in the 
Netherlands is outfitted as an education and 
communications center, with 20 touchscreen 
workstations. 



◄ Municipal Art Society of New York. 
“The whole liberation of the High 
Line has made projects possible,” says 
Hadid. “The whole area is new-ish.” 

The list of architects who have designed 
buildings in the neighborhood reads 
like a name-that-starchitect game: 

Frank Gehry, Norman Foster, Renzo 
Piano, Annabelle Selldorf, Jean Nouvel, 
Rem Koolhaas, and it goes on. 

Amid the scrum of statement archi- 
tecture, Hadid’s building promises 
to stand out-and not just because of 
its apartments’ price tags. Distinctive 
curved and chevron-shaped black clad- 
ding interlocks across the building. 

The interiors of the units are almost 
loft-like, with huge open areas that 
flow from living room to dining room 
to kitchen. Opalescent white walls 
shimmer, and rounded corners ripple 
through rooms. The architect says her 
goal was to eliminate clutter, though 
she added that she’s “not necessarily 
a minimalist.” Says Hadid: “You have 
to do it in such a way that people can 
interpret their own thing within their 
own space. You can’t know, with 39 
apartments, what everyone wants.” 
While some buyers might balk at 
mostly transparent walls that face one 
of the most trafficked tourist destina- 
tions in Manhattan, Hadid says they’re 
crucial to her design. “New York has 
great views, great skies, and very nice 
light,” she says. “That light is very rare, 
both cold and sharp.” 

Hadid is probably best known for 
her civic buildings-Rome’s Maxxi con- 
temporary art museum; the London 
Aquatics Centre, built for the 2012 
Olympic Games; and the Heydar Aliyev 
Cultural Center in Azerbaijan, argu- 
ably her most striking structure. Also, 
most of her work has been outside the 
U.S. The High Line building, then, is 
Hadid’s chance to introduce herself 
to American audiences. “It’s such a 
great city, it deserves to have some of 
the best towers in the world,” she says. 
That her calling card also happens 
to be a residence for the super rich 
doesn’t trouble her. Real estate “is 
insane in London, too,” she says. “I 
really don’t know the prices in New 
York, because I never attempted to buy 
anything.” — James Tarmy 

The bottom line New York’s Chelsea 
neighborhood has turned into a playground 
for starchitects. 

© Edited by Cristina Lindblad 
Bloomberg.com 
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EVEN PARENTS NEED TO 
STAY OUT OF TROUBLE. 

Contrary to childhood opinion, parents don’t have eyes in the back of their heads. But that doesn’t 
mean your QX60 can’t. Backup Collision Intervention is a world’s first technology that intelligently 
senses what the driver may miss when backing up, and can even apply the brakes momentarily to 
avoid a collision. Because the easiest way to stay out of trouble, is to stay away from it. 




Join us at lnfinitiUSA.com/QX60 

*BCI will not detect every object, end speed limitations apply. Always check surroundings and 
turn to look behind you before moving vehicle. See owner’s manual for detaHs. 02015 INFlNITt. 
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ONE n a deserted trading floor, at the Tokyo 

I I headquarters of a Swiss bank, Tom 
Hayes sat rapt before a bank of eight 
computer screens. Collar askew, pale features pinched, 
blond hair mussed from a habit of pulling at it when 
he was deep in thought, the British trader was even 
more disheveled than usual. It was Sept. 15, 2008, and it 
looked, he would later recall, like the end of the world. 

Hayes had been awakened at dawn in his apartment 
by a call from his boss, telling him to get into the office 
immediately. In New York, Lehman Brothers was plung- 
ing into bankruptcy. At his desk, Hayes watched the 
world process the news and panic. Each market as it 
opened became a sea of flashing red as investors franti- 
cally dumped their holdings. In moments like this, Hayes 
entered an almost unconscious state, rapidly process- 
ing the tide of information before him and calculating 
the best escape route. 

Hayes was a phenom at UBS, one of the best the bank 
had at trading derivatives. All year long, the financial 
crisis had been good for him. The chaos had let him buy 
cheaply from those desperate to get out and sell high to 
the iin lucky few who still needed to trade. While most 
dealers closed up shop in fear, Hayes, with his seemingly 
limitless appetite for risk, stayed in. He was 28 years 
old, and he was up more than $70 million for the year. 

Now that was under threat. Not only did Hayes 
have to extract himself from every deal he’d done with 
Lehman, but he’d made a series of enormous bets that 
in the coming days, interest rates would remain stable. 
The collapse of the fourth-largest investment bank in 
the U.S. would surely cause those rates, which were 
really just barometers of risk, to spike. As Hayes exam- 
ined his trade book, one rate mattered more than any 
other: the London interbank offered rate, or Libor, a 
benchmark that influenced $350 trillion in securities 
around the world. For traders like Hayes, this number 
was the holy grail. And two years earlier, he had dis- 
covered a way to rig it. 

Libor was set by a self-selected, self-policing com- 
mittee of the world’s largest banks. The rate measured 
how much it cost them to borrow from each other. Every 
morning, each bank submitted an estimate, an average 
was taken, and a number was published at midday. The 
process was repeated in different currencies. It remains 
much the same today. During his time as a junior trader 
in London, Hayes had gotten to know several of the 16 
individuals responsible for making their bank’s daily 
submission for the Japanese yen. His stroke of genius 
was realizing that these men mostly relied on inter- 
dealer brokers, the fast-talking middlemen involved in 
every trade, for guidance on what to submit each day. 

Hayes saw what no one else did because he was dif- 
ferent. His intimacy with numbers, his cold embrace 
of risk, and his manias were more than professional 
tics; they were signs that he’d been wired differently 
since birth. Hayes wouldn’t be officially diagnosed with 
Asperger’s syndrome until 2015, when he was 35, but his 
co-workers, many of them savvy operators from fancy 
schools, often reminded Hayes he wasn’t like them. 
They called him Rain Man. Most traders looked down 
on brokers as second-class citizens, too. Hayes recog- 
nized their worth. He’d been paying them to lie ever 
since he did. 

By the time the market opened in London, Lehman’s 
death was official. Hayes instant messaged one of his 
brokers in the U.K. capital to tell him what direction he 
wanted Libor to move. “Cash mate, really need it lower,” 



he typed, skipping any pleasantries. “What’s the score?” 
The broker sent his assurances and, over the next few 
hours, followed a well-worn playbook. Whenever one 
of the Libor-setting banks called and asked his opinion 
on what the benchmark would do, the broker said- 
incredibly, given the calamitous news-that the rate was 
likely to fall. Libor was often called “the world’s most 
important number,” but this was how it was set: con- 

“I used to dream 
about Libor,” 

Hayes said. 

“I was obsessed. ’ 



versations among men who were, depending on the 
day, indifferent, optimistic, or frightened. When Hayes 
checked later that night, he saw to his inexpressible 
relief that yen Libor had fallen. 

Hayes wasn’t out of danger yet. Over the next three 
days, he barely left the office, surviving on three hours 
of sleep a night. As the market seesawed, he went from 
a loss of $20 million to a profit of $8 million in just 
hours. Amid the bedlam, Libor was the one thing Hayes 
had some control over. He cranked his network to 
the max, offering his brokers extra payments for their 
cooperation and calling in favors at banks around the 
world. By Thursday, Sept. 18, Hayes was exhausted. 
This was the day he’d been working toward all week. 
If Libor jumped today, his puppeteering would have 
been for naught. Libor moves in increments called 
basis points, equal to one one-hundredth of a percent- 
age point, and every tick was worth about $750,000 
to his bottom line. 

For the umpteenth time since Lehman faltered, 
Hayes dialed one of his most trusted brokers in London. 
“I need you to keep it as low as possible, all right?” Hayes 
said. “I’ll pay you, you know, $50,000, $100,000, what- 
ever. Whatever you want, all right?” 

“All right,” the broker repeated. 

“I’m a man of my word,” Hayes said. 

“I know you are. No, that’s done, right, leave it to 
me,” the broker said. 

Hayes was still in the office when that day’s Libor 
was published at noon in London. The yen rate had 
fallen one basis point, while comparable money market 
rates in other currencies continued to soar. Hayes’s 
crisis had been averted. Using his network, he had 
personally tilted one of the central pillars of the plan- 
et’s financial infrastructure. He pulled off his headset 
and headed home to bed. He’d only recently upgraded 
from the superhero duvet he’d slept under since he 
was 8 years old. 



TWO homas William Alexander Hayes had 

always been an outsider. Raised in the 
I urban sprawl of the Hammersmith dis- 
trict of West London in the 1980s, he was bright but 
found it hard to connect with other kids. His parents 
divorced when he was in primary school. When his 
mother remarried, he moved to the leafy, affluent town 
of Winchester. Hayes held onto his inner-city accent, 
traveling back to the capital on weekends to watch the 
Queens Park Rangers, perennial underdogs. 

Lots of British boys were die-hard soccer fans, but 
Hayes’s interest was something more like obsession. 
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Fixations are a symptom of Asperger’s, along with social 
problems, elevated stress, and a propensity for numbers 
over words. The kids in Winchester bullied him for it. 
Hayes remained a peripheral figure in college at the Uni- 
versity of Nottingham. While his fellow students took 
their summer holidays, he paid for school by cleaning 
pots and lugging kitchen supplies for £2.70 an hour. 

Seeking better money, Hayes won an internship at 
UBS in London. After graduating in 2001, he joined 
Royal Bank of Scotland as a trainee on the interest rate 
derivatives desk. For 20 minutes a day, as a reward for 
making the tea and collecting dry cleaning, he was 
allowed to ask the traders anything he wanted. It was 
an epiphany. Unlike the messy interactions and hidden 
agendas that characterized day-to-day life, the formula 
for success in finance was clear: Make money, and 
everything else will follow. It became Hayes’s guiding 
principle, and he began to read voraciously about 
markets, options pricing models, interest rate curves, 
and other financial arcana. 

In the laddish, hedonistic culture of the money 
markets, the awkward 21-year-old was an odd fit. On 
the rare occasions he joined other bankers on their 
nights out, he stuck to hot chocolate. They called him 
Tommy Chocolate and blurted out Rain Man quotes like 
“Qantas never crashed” as Hayes walked the trading 
floor. He was bad at banter, given to taking quips and 
digs at face value. The superhero duvet was a partic- 
ular point of derision. The bedding was perfectly ade- 
quate, Hayes thought; he didn’t see the point in buying 
another one. 

Not everyone in finance was a jerk. Hayes made a few 
friends, and he found that his machine-gun approach 
to messaging and trading made him a favorite among 
brokers, who didn’t care where a trader had gone to 
school as long as he brought them deals. And ultimately, 
Hayes went along with the jokes because the obsessive 
traits that had marginalized him socially turned into 
power the moment he logged on to his trading termi- 
nal. For all the ribbing, Hayes had found a place where 
he belonged. He rose early, worked at least 12 hours 
a day, and rarely stayed awake past to p.m. He often 
got up to check his trading positions during the night. 

In particular, Hayes was taking positions in interest 
rate swaps. Originally designed to protect companies 
from fluctuations in interest rates, swaps were now 
mostly bought and sold between professional traders 
at banks and hedge funds, another high-stakes security 
to wager on. The market for swaps was exploding. In 
2000, $50 trillion of the securities changed hands every 
year. In 2010, it was $500 trillion. The complex calcu- 
lations and constant mental exertion came easily for 
Hayes, but he found he had something rarer: a steely 
stomach for risk. While other roolde traders looked to 
book gains or curb losses quickly, Hayes rode out vola- 
tile market swings. In those early years his results were 
mixed, but his superiors knew a natural when they saw 
one. In 2004, Hayes was headhunted by Royal Bank of 
Canada, a smaller outfit where Hayes could take a more 
prominent role. He was given his own trading book 
focused on the yen derivatives market. 

Traders at the largest banks recall suddenly seeing 
minnow RBC taking the other side of big-ticket deals. 
Hayes may have been baffled by the simple rituals of 
office camaraderie, but when he looked at the serpen- 
tine matrix of yen derivatives, he saw clarity. “The 
success of getting it right, the success of finding market 
inefficiencies, the success of identifying opportunities 



and then when you get it right-it’s like solving that equa- 
tion,” Hayes would later say. “It’s make money, lose 
money, and it’s just so pure.” 

In the summer of 2006, Hayes was poached again, 
this time by UBS. RBS, RBC, UBS-the name on the door 
mattered little to Hayes, as long as he had a phone, his 
screens, and the bank’s balance sheet to wager. The bank 
sent him to Tokyo, a major promotion that officially 
retired his image as a cocoa-sipping, blankie-clutching 
eccentric and recognized him for what he’d become: 
an aggressive and formidable trader. 

In poker, there are two types of player: tight folk 
who wait for the best hands, then bet big and hope to 
get paid; and hawks who can’t resist getting involved 
in every hand, needling opponents and scaring the 
nervous ones into folding. Hayes was firmly in the latter 
camp. His M.O. was to trade constandy, picking up snip- 
pets of information, racking up commissions as a market 
maker, and building a persona as a high-volume, high- 
stakes risk taker. 

Hayes moved to Japan just as the government raised 
interest rates for the first time in a generation, rein- 
vigorating a multitrillion-dollar market that had been 
lying dormant. Most of the instruments he traded refer- 
enced Libor. There are Libor rates for all the major cur- 
rencies and for time frames ranging from overnight to 
12 months. On any given trade, Libor was the single-most 
important number that determined profit or loss. By 
now, Hayes knew that the art of trading involves build- 
ing a sense of the future based on incomplete and evolv- 
ing information. Where Libor would land tomorrow was 
the great unknowable. It became his mission to control 
the chaos around him, to eradicate the shades of gray. 
“I used to dream about Libor,” Hayes said years later. 
“They were my bread and butter, you know. That was 
the thing. They were the instrument that underlined 
everything that I traded. I was obsessed.” 

THREE I I ayes loved his job, but when things 
weren’t going his way, he hated it just 
I as fiercely. On the fifth floor of UBS’s 
Tokyo headquarters, he stared at his bank of screens, 
fuming. It was October 2006. He’d been at the bank 
only a matter of weeks and was already in a hole, on 
the losing side of a huge bet on the direction of short- 
term interest rates. Yen Libor was refusing to budge, 
and he was getting angrier. 

While finance had been transformed by technol- 
ogy over the past quarter century, the way Libor was 
set remained rudimentary. Every day, banks in London 
told the British Bankers’ Association (BBA) how much 
it might cost them to borrow in various currencies for 
various lengths of time. There were 150 total combi- 
nations. For each one, the top and bottom quarter of 
figures were discarded, and the average of the remain- 
ing numbers became that day’s Libor. That was it. Libor 
was a component in securities ranging from U.S. student 
loans and credit cards to Kazakh gas futures, but it was 
determined each day by just a handful of distracted, 
guesstimating individuals. 

Later that afternoon in Tokyo, Hayes was venting 
about his predicament to one of his London brokers, a 
confidant. The broker offered to talk to a colleague in 
charge of e-mailing a daily Libor prediction-unofficial 
but handy-to the small group of bankers that came up 
with the number. (The U.K. court has ordered that the 
two men cannot be named because they are facing 
trial.) The e-mail was supposed to be impartial, but 
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‘lightbulb’ moment at UBS about Libor manipulation 
is ludicrous,” a UBS spokesperson said. “Neither Hayes 
nor UBS invented or initiated Libor manipulation. It 
was industrywide conduct involving many banks and 
brokers acting individually and collectively over a pro- 
longed period of time.” 

Hayes never knew for certain how much influence 
he had. But if he couldn’t quite control the future, he 
could give it a shove in whatever direction he wanted. 
Hayes later estimated that his ability to move the rate 
accounted for only perhaps to percent of his profits- 
but in a cutthroat business, it was an edge over his com- 
petitors that helped mark him as a star at UBS and make 
$50 million for the bank in 2007. That September, at 
a Tokyo swimming pool, he met a corporate lawyer 
named Sarah Tighe, a fellow Brit far from home. Later, 
Tighe listened to Hayes ramble about the fortune he 
made off the collapse of Northern Rock bank- and still 
wanted to see him again. This was a keeper, someone 
who found his idiosyncrasies endearing and his ambi- 
tion attractive. Out of the chaos of markets and every- 
day life, Hayes was creating order. 

This account is based on more than 200 interviews 
with traders, brokers, regulators, lawyers, and execu- 
tives, as well as thousands of documents and e-mails 
introduced at Hayes’s eventual trial. 
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FOUR n an unseasonably cold April morning 

1 in 2008, Vince McGonagle closed the 
door of his office at the U.S. Commodity 
Futures Trading Commission in Washington and settled 
in to read the morning papers. Small and wiry, with 
a hangdog expression, McGonagle had been at the 
enforcement division of the CFTC for 12 years, during 
which time his red hair had turned gray around the 
edges. He was now a senior manager. The headline on 
Page 1 of the Wall Street Journal read, “Bankers Cast 
Doubt on Key Rate Amid Crisis.” 

It began: “One of the most important barome- 
ters of the world’s financial health could be sending 
false signals. In a development that has implications 
for borrowers everywhere, from Russian oil produc- 
ers to homeowners in Detroit, bankers and traders are 
expressing concerns that the London interbank offered 
rate, known as Libor, is becoming unreliable.” 
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if Hayes wanted, the broker said, he could skew the guid- 
ance lower. Maybe some of the lazier rate setters, those 
who didn’t do much business in the currency anyway, 
would simply follow along. 

For Hayes, it was a lightbulb moment. He knew banks 
had always tailored their Libor submissions to benefit 
their own positions, but the system resisted tamper- 
ing: No single institution could have much impact on 
the overall rate when 15 other banks were doing the 
same thing. But Hayes had worked at enough banks 
and befriended so many brokers that he realized he 
could sway several submitters at once. He could pull 
their strings without them even knowing it. And Hayes 
was on better terms with his brokers than most. They 
had in Hayes a kindred spirit-a state school Londoner 
with a cockney accent. 

Hayes’s broker did as he was asked. The intervention 
didn’t make much difference, but the idea had taken 
root. Later that month, Hayes went back to the broker 
and also approached a second for good measure. This 
time, Hayes wanted six-month yen Libor to go up. He 
had a 400 billion yen ($3.3 billion) position about to 
mature, and every increase of a hundredth of a percent- 
age point (or basis point) was worth hundreds of thou- 
sands of dollars. Hayes bombarded his brokers with 
IMs and phone calls, and over the next few days the 
rate rose by almost three basis points. Hayes e-mailed 
his boss, Mike Pieri, to express his delight that the plan 
had worked-infinitesimally, but when multiplied by the 
size of Hayes’s bets, valuably. Later that week, he wrote 
to his broker: “Whatever it takes, bill me.” 

Hayes discovered that Libor was not only easy to 
manipulate, but cheap as well. The London broker had 
won his colleague’s cooperation by dangling nothing 
more than a free curry. Hayes began reaching out to 
traders he knew at other banks, asking for their help in 
moving the rate. By the spring of 2007, his network had 
grown to include traders at RBS and JPMorgan Chase. 
One of his recruits was his stepbrother, Peter O’Leary, 
a graduate trainee at HSBC in London. 

After some small talk over e-mail in April, Hayes 
asked: “Do you know the guy who sets yen Libors at 
your place? I think he trades yen and scandi cash and 
his name is Chris Darcy.” 

“Ha ha yeah I do!” O’Leary typed. “His name is actu- 
ally Chris Porter I think. Everyone calls him Darcy, I 
think, cos he sounds pretty posh.” 

Hayes asked O’Leary to press his colleague for low 
three-month Libor. Every basis point, he said, was 
worth $1 million. In a series of phone calls, Hayes told 
his stepbrother how to make the approach, suggest- 
ing he befriend the man over a few pints. O’Leary was 
reluctant, noting that the rate setter worked on a dif- 
ferent floor in a different part of the business. Hayes 
persisted, and O’Leary eventually hit his colleague up 
for the favor. Tommy Chocolate had come a long way. 
Hayes later apologized to O’Leary for involving him and 
never asked for a Libor favor again. 

At UBS, he showed no inhibitions. During regular 
8:30 a.m. meetings, he discussed his positions and 
explained to colleagues and bosses how he planned 
to influence the rate. That summer, Hayes formalized 
his arrangement with one of his interdealer brokers. 
On top of the fixed monthly fee UBS paid for its ser- 
vices, Hayes negotiated an additional £15,000 ($23,000) 
a month for helping to move the benchmark, £5,000 of 
which was earmarked for the broker who sent the daily 
Libor prediction e-mail. “To suggest that Hayes had a 



The story suggested that banks were providing delib- 
erately low estimates of their borrowing costs to avoid 
tipping off “the market that they’re desperate for cash.” 
Before the financial sector had begun to show signs 
of catastrophic weakness in early 2007, few people in 
McGonagle’s world cared about Libor. The benchmark 
was an important but predictable part of the financial 
plumbing that barely moved from week to week or bank 
to bank. Now it had become a closely followed indica- 
tor of stress in the markets. 

As credit froze, Libor in all currencies shot up. Banks 






with the highest submissions were singled out as strug- 
gling. A daily game developed in which Libor setters, 
spurred on by senior executives, tried to predict what 
their rivals would submit and then come in slightly 
lower. With so little trading in the cash market, it was 
impossible to check the veracity of their submissions. 
Some analysts estimated that the published rates were 
as much as 40 basis points below where they should 
be. The motivation for lowballing had nothing to do 
with profit: This was about survival. Central bankers 
and investors were hunting for any sign of who might 
follow Bear Stearns, which went under in March 2008. 

McGonagle knew little about Libor, but the Journal 
story made him suspicious. Shortly after joining the 
agency in 1996, he’d been one of a team of lawyers 
appointed to investigate Dynegy, a Texas energy 
company, over allegations it had lied about how 
much natural gas it was buying and selling to influ- 
ence the commodity’s benchmarks. The CFTC and 
other agencies ultimately fined Dynegy and more than 
two dozen other companies, including Enron, more 
than $300 million. 

There was no inkling in the spring of 2008 that 
traders were pushing Libor around to boost their own 
profits, but to McGonagle, the similarities were strik- 
ing: Here was a benchmark that relied on the honesty 
of traders who had a direct interest in where it was 
set. While natural gas benchmarks were compiled by 
private companies, Libor was overseen by the BBA, a 
London-based lobbying group with a reputation as an 
industry cheerleader. In both cases, the body respon- 
sible for overseeing the rate had no punitive powers, 
so there was little to discourage banks from cheating. 

A practicing Catholic, McGonagle got his law degree 
from Pepperdine University, a Christian school in Cal- 
ifornia where he took more seriously than most the 
mission of a life of “purpose, service, and leadership.” 
While classmates took highly paid positions defend- 
ing companies and individuals accused of corruption, 
McGonagle built a career bringing cases against them. 

That week, he called a meeting of his closest lieuten- 
ants. Should they investigate Libor fraud? The biggest 
obstacle they could see to starting an investigation was 
the question of jurisdiction. When the CFTC was formed 
in 1975, its directive was to regulate a futures and options 
market dominated by farmers and corporations with 
exposure to commodity prices. In the intervening years, 
derivatives ballooned into a multitrillion-dollar indus- 
try, but the commission’s stature and resources hadn’t 
grown commensurately. 

The agency had a broad responsibility to intervene in 
financial markets, but complex financial cases were still 
automatically considered the preserve of the U.S. Secu- 
rities and Exchange Commission or the Federal Reserve. 
According to Washington regulatory lore, Harvey Pitt, 
the SEC’s notoriously gruff chairman from 2001-02, 
was once discussing who had oversight of a particu- 
lar product with a counterpart at the CFTC when he 
lost his patience and bellowed: “It’s pretty simple. Any- 
thing that is a security or a financial instrument is ours. 
Anything that has four legs is yours.” That perception 
rankled. With the financial crisis raging, here was an 
opportunity for the CFTC to step up. 

There were also the U.K. authorities to consider. 
It was, after all, the London interbank offered rate. 
McGonagle contacted his counterparts at the U.K.’s 
Financial Services Authority about looking into Libor 
manipulation. The agency wasn’t interested, bristling 
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at the encroachment onto its turf. (The FSA declined 
to comment.) 

Undeterred, McGonagle ordered his team to keep 
digging. In the weeks that followed, his staff learned that 
Libor was a benchmark for billions of dollars of interest 
rate futures contracts traded on the Chicago Mercan- 
tile Exchange. The CME fell squarely within the CFTC’s 
purview. It was the green light he needed. That summer 
the CFTC wrote to six banks requesting information on 
how the Libor-setting process worked. It was the first 
tentative step in what would become the biggest case 
in the agency’s history. 

FIVE I I ayes was sent the Journal article by a 
pra worried friend, but he brushed it off 
I as irrelevant: Fraud in dollar Libor had 
nothing to do with his yen Libor trading book. By the day 
Lehman Brothers fell in September 2008, Hayes’s system 
was working better than ever. The money markets, the 
cardiovascular system of the financial body, had gone 
into arrest as banks refused to lend to one another and 
hoarded what cash they had, terrified that their coun- 
terparts might not survive the night. The rate setters 
had no idea what Libors to submit each morning and 
became even more dependent on their brokers for guid- 
ance-brokers who were in Hayes’s pocket. 

The only issue for Hayes was how to pay brokers 
enough to remain loyal. On Sept. 18, with the market 
frozen and only a small window in which both Tokyo 
and London markets were open, he was struggling to 
find deals big enough to reward those not on a fixed fee 
for their efforts. Then a novel idea struck him. He called 
one of his brokers and suggested a so-called wash trade, 
where counterparties place matching deals through a 
broker that cancel one another out but still trigger fees 
for the middleman. The transactions were prohibited 
at many firms and served no commercial purpose. It 
was purely a means to pay large amounts of “bro”- 
slang for commission. 

It took some explaining before the broker fully under- 
stood what Hayes was proposing, but once he did, he 
was overjoyed. “All right, let’s see what we can do, then,” 
the broker said, laughing. “F— ing hell. All right.” Hayes 
got traders at JPMorgan and RBS to go along with the 
wash. The former did it as a favor. The latter extracted 
a £500 lunch for his co-workers from a nearby restau- 
rant. Hayes later told the broker on a phone call that 
this was how he was going to pay him in the future. 
(JPMorgan and RBS declined to comment.) 

Over the next 11 months, Hayes paid more than 
£470,000 in kickbacks through wash trades to his 
brokers, including a third he had recruited to his 
network. If Hayes could manipulate the Libor system 
to protect his profits at the peak of the worst crisis 
in memory, there seemed to be no limit to what he 
could do next. 

His success had started to draw the attention of 
other players in the market. In the summer of 2008, 
Goldman Sachs had approached Hayes about a job, 
offering him a $3 million signing bonus. Hayes declined, 
telling colleagues he was staying loyal to the firm that 
had brought him to Tokyo. Privately, he worried he 
wasn’t good enough to join the world’s most presti- 
gious investment bank. 

A year later, in June 2009, he agreed to meet Chris 
Cecere, a star trader at Citigroup, at the swanky, low- 
light jazz bar at the Grand Hyatt Tokyo. Cecere had 
beer. Hayes stuck to orange juice and listened as 









Cecere outlined plans to build a world-beating deriva- 
tives business, with Hayes at the center. Cecere offered 
the same $3 million signing bonus as Goldman. This 
time, Hayes said yes. Cecere boasted to colleagues that 
he’d found “a real f— ing animal.” 

SIX II s Hayes’s stature shot up, McGonagle 

M and his team at the CFTC were stuck. 

I % Since asking banks to volunteer infor- 
mation about the benchmark, the regulators had 
received a few useful leads but in most instances were 
roundly ignored. And in the months after the finan- 
cial crisis, the enforcement division spent most of its 
time investigating whether commodity speculators were 
behind a huge spike in the price of crude oil. 

In London, the BBA had moved quickly to sup- 
press talk of rate manipulation. Responding to the 
Journal and other publications, the lobbying group 
issued a statement claiming that the uproar surround- 
ing the benchmark was the result of misunderstand- 
ings by journalists rather than any malfeasance at the 
banks. U.K. regulators demonstrated no interest in 
learning the truth. They were busy trying to save the 
financial system from meltdown. (The BBA declined 
to comment.) 

By early 2010, only one bank, Barclays, was still 
meaningfully cooperating with the CFTC’s Libor inves- 
tigation. The British bank had hired the agency’s former 
head of enforcement, Greg Mocek, as an attorney to 
advise it on Libor after uncovering evidence of blatant 
manipulation. Mocek remained close with his former 
colleagues and took the view that it was better to admit 
everything and seek more favorable treatment. 

With a new administration in the White House, the 
agency was led by Gary Gensler, a former Goldman 
Sachs executive with a reported net worth of $60 million. 
Gensler, who describes himself as “a short, bald Jew 
from Baltimore,” was tasked by President Obama with 
regulating derivatives, which by now were blamed by 
many for exacerbating the crisis. Since taking over as 
chairman in May 2009, Gensler had sought to bring 
“swagger” to the agency. Libor was exactly the land of 
meaty case he wanted to pursue, and he was eager to 
get it restarted. One day in March, a package arrived 
that granted his wish. 

It was an audio CD from inside Barclays. Gensler, 
his coterie, and members of the enforcement division 
gathered on scuffed-up sofas and chairs in the waiting 
area outside his office-the only meeting place with a 
working CD player-to listen. It was a telephone con- 
versation between two Barclays middle managers that 
had taken place 18 months earlier, during some of the 
most turbulent days of the crisis. Speaking in a cut-glass 
English accent, one of the men told a subordinate that 
he needed to start lowering the bank’s Libors. When 
the more junior employee started to object, the first 
man told him the order had come from the most senior 
levels of the bank, who in turn were acting on instruc- 
tions from the Bank of England. 

The recording stopped. Outside Gensler’s office, 
there was a stunned silence. The discussion was so 
unambiguous it almost seemed like the two men knew 
they were being recorded, one CFTC official recalled. 
After months of frustration, here was the evidence that 
would break open the case. If Barclays executives were 
discussing rigging Libor so openly, it seemed logical 
that other banks were doing the same thing. (Barclays 
declined to comment.) 



The default position of the CFTC was to jealously 
guard its cases, lest one of the larger agencies swoop 
in and take over. But with the Barclays CD in hand, the 
investigators knew they had no choice but to bring in 
the U.S. Department of Justice. The feds had the power 
to force companies to cooperate with the probe and 
could criminally charge individuals. The CFTC’s avun- 
cular acting head of enforcement, Steve Obie, called his 
point person at the Justice Department, a tall, genial, 
gray-bearded attorney named Robertson Park. Obie and 
Park had worked cases together over the years and still 
met up for the occasional beer. 

“Rob, drop what you’re doing and listen to this,” 
Obie said. Holding the handset of his phone up to the 
computer speakers on his desk, he played the Barclays 
recording down the line. When it was over. Park’s first 
words were “Holy s— 

The Justice Department’s criminal division faced 
almost daily criticism in the press for failing to hold 
banks accountable for their part in causing the crash. 
Here was a chance to hit back. Within a month. Park 
had put together a team to begin a probe into Libor. 

That forced the British to get involved. Libor may 
have been set by bankers in London and overseen by the 
BBA, but the FSA had all along resisted what its leaders 
saw as an expensive and politically messy inquiry. Since 
2008, its role had been essentially postal, receiving evi- 
dence from the banks and forwarding it to the CFTC. 
Now, after a series of meetings, the FSA consented to 
join the ranks of the U.S. investigators. 

With its new backup, the CFTC subpoenaed 16 banks, 
compelling them to hand over evidence and make staff 
available for interviews. The agency also instructed the 
banks to appoint external law firms to undertake inves- 
tigations into Libor-rigging and report back with their 
findings by the end of the year. 

Within weeks, boxes of evidence started arriving at 
the CFTC. McGonagle and Obie’s investigators spent 
countless hours in offices, slouched over their desks, 
cataloging documents and listening to recordings. Wall 
charts were drawn up showing the management struc- 
ture and chain of command in different teams at differ- 
ent banks. The language the traders used-their cryptic 
references to “IMM dates” and “reset ladders”-was 
slowly deciphered. 

One of the subpoenaed banks was UBS. At its head- 
quarters in Zurich, attorneys filtered vast archives of 
chats and e-mails using keywords like “Lower 6m” 
and “favor.” One trader’s name cropped up more than 
any other. 

seven r\ efore Hayes could begin trading at 
Citigroup, he had to wait out a three- 
L J month noncompete period. He spent 
the time laying the groundwork for a fresh assault on 
Libor. He arranged for a junior Citi trader in Tokyo, 
Hayato Hoshino, to relocate to London and befriend 
the Libor submitters there so Hayes could pass on his 
desired moves in the rate. Hayes also began the process 
of getting the bank to join the panel that set Tibor-the 
Tokyo interbank offered rate. In October, Hayes flew to 
London to meet Citi’s rate setters in person. 

Hayes was escorted upstairs at Citi’s European head- 
quarters in Canary Wharf in London and introduced to 
the head of the cash desk, Andrew Thursfield. The first 
words out of Hayes’s mouth were: “Nice to meet you. 
You can help us out with Libors.” 

Thursfield was a dour, straight-laced Englishman 



who’d spent more than two decades in Citi’s 
risk-management department. Balding and bespec- 
tacled, with a reedy voice and pedantic manner, he 
was more accountant than banker. He liked to think 
of himself as the guardian of the bank’s balance sheet. 

Hayes was unshaven, rumpled, and oblivious. He 
told Thursfield how the cash desk at UBS used to skew 
its submissions to suit his book and boasted of his close 
relationships with rate setters at other banks and how 
they would do favors for each other. Hayes was trying 
to charm Thursfield, but he’d badly misjudged the man 
and the situation. Thursfield took an instant dislike and 
the next day called his manager with concerns about 
the new hire. “Whoever is the desk head, or whatever,” 
Thursfield said, should “have a close watch on just what 
he’s actually doing and how publicly.” Hayes, he said, 
seemed very “barrow boy”-London finance slang for 
a low-class poseur. 

Hayes couldn’t have chosen a worse person to offend. 
Citi was already cooperating with the CFTC’s investi- 
gation into Libor-rigging, and Thursfield had even 
delivered an 18-page presentation via video link to 
investigators in March 2009 on the rate-setting process. 
Hayes, for his part, thought little of the meeting and later 
couldn’t even remember Thursfield’s name. 

When Hayes finally showed up at Citi’s offices at 
Tokyo’s Shin-Marunouchi Building in December 2009, 
his preparations unraveled. Not only did the bank’s 
submitters tell him more than once they couldn’t 
take his positions into account when setting Libor, 
even his old allies started turning their backs on him. 
Word had leaked out about the CFTC’s investigation, 
and people were getting nervous. “I asked him a little 
while ago, and he f— ing said to me not to ask him 
again but I will try, mate,” one broker told Hayes, 
who had been badgering him. “They’ve all got right 
f— ing funny on it recently.” 

Hayes also started making disastrously bad calls on 
the market and was racking up big losses. In June 2010, 
after a Citi colleague quit and leaked details of Hayes’s 
trading book to his old boss at UBS, they teamed up 
with others in the market to target his weak spots. 
Pushing the market against him, they cost the trader 
almost $100 million. 

At the tail end of one of the worst months of his 
career, Hayes was getting desperate. Sitting at his desk 
on June 25, with his profit-and-loss ledger looking worse 
than ever, he picked up his mobile phone and dialed 
Hoshino’s mobile in London. Even though he’d been told 
repeatedly that the rate setters weren’t happy talking 
about Libor, Hayes ordered his subordinate to approach 
them again. He had a huge trade maturing at the end of 
the month and needed the benchmark up. 

In Hoshino, Hayes had chosen a poor henchman. 
Shy and known as “Little Hoshino” around the office, 
he’d never actually approached the submitters when 
Hayes had asked. With his faltering English, the young 
trader found them too intimidating. This time, Hayes 
was more insistent than usual. Just after lunch, Hoshino 
made the short walk across the trading floor to the rate 
setter’s desk and passed on Hayes’s request. It was a 
fatal misstep. The CFTC had just subpoenaed Citi and 
ordered it to probe whether its derivatives traders were 
trying to rig the rate. Aware of the heat on the bank, 
the submitter told Hoshino he was being inappropriate 
and reported the approach to Thursfield, who immedi- 
ately called the bank’s compliance department. 

In the months that followed, Hayes was interviewed 



for more than 12 hours by Citi’s lawyers. His bosses told 
him he would be fine, that it was part of a wider investi- 
gation. Then, on Sept. 6, as Hayes made his way into the 
office, he was pulled into a nondescript meeting room. 
He saw the two Citi executives who’d hired him less 
than a year earlier, Andrew Morton and Brian McCap- 
pin, sitting at a conference table, looldng solemn. Citi- 
group’s general counsel and head of human resources in 
Japan were also there. (Morton, McCappin, Thursfield, 
and Hoshino didn’t respond to requests for comment 
sent through Citigroup.) 
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As Hayes sat, McCappin said the bank had been inves- 
tigating him for months and had uncovered multiple 
episodes of his manipulating rates. Such conduct vio- 
lated the bank’s code of conduct, and he was being fired. 
Hayes was floored. Only the previous week, he’d been 
trading as usual and discussing strategies with McCap- 
pin in his corner office. 

Characteristically, Hayes recovered quickly from the 
shock. “Well, that’s sort of ironic that you’re firing me, 
given that you were involved in it up to your eyeballs,” 
Hayes later recalled telling McCappin. 

“Oh, but he wasn’t,” the general counsel said quickly. 
“He didn’t have any trading positions.” 

Hayes disputed the point-as the head of Citi’s invest- 
ment bank in Japan, McCappin had ultimate respon- 
sibility for every trade-and then made a remarkable 
counterattack. “How much are you going to pay me to 
go quietly?” he asked. “Otherwise, I’m going to make a 
real fuss about this.” 

Citi hadn’t been expecting that. The executives asked 
Hayes to leave the room while they discussed his con- 
tract. After calling him back in, they told him that he 
wouldn’t get any new money. But he could keep his 
$3 million signing bonus. 



EIGHT T n the months that followed, Hayes did 
his best to rebuild his life. Days after 
J. his dismissal, he returned to England 
and married Tighe in a lavish ceremony at the Four 
Seasons hotel in rural Hampshire. In 2011 they had their 
first child, Joshua, and bought the Old Rectory, a six- 
bedroom former vicarage in a pretty village outside 
London. They paid the £1.2 million price in cash, with 
no mortgage, according to land records. Hayes signed 
up for a British MBA course, and Tighe kept up her 
work as a lawyer. Together they began to remodel their 
hillside idyll, adding a wing and filing plans to build a 
six-foot electronic gate to keep out intruders. 

Meanwhile, U.S. investigators were grinding ahead 
with their case. Hayes had heard rumors but had no 
way of knowing he was one of the prime targets. He 
sent a Facebook message to Mirhat Alykulov, a trader 
who’d sat next to him for years at UBS Tokyo, and one 
day several weeks later, he got a call back. Hayes 
cut off any chitchat and asked: Had the bank said 



anything about speaking to the Justice Department? 
Unbeknownst to Hayes, Alykulov was calling from his 
criminal lawyer’s office in Washington on a recorded 
line the FBI had set up to appear as if it originated in 
Tokyo. As casually as he could manage, Alykulov asked 
Hayes what he planned to do. Alykulov, who was facing 
Libor fraud charges of his own, had cut a deal with the 
feds-they agreed not to prosecute if he told them every- 
thing he knew and helped pin Hayes. If Hayes suggested 
they lie to the government, he could be charged with 
obstruction as well as fraud. 

Hayes paused, as if somehow aware of the trap. “The 
U.S. Department of Justice, mate, you know, they’re like 
the dudes who, you know, you know, absolutely like, 
you know, you know-put people in jail,” Hayes said. 
“Why the hell would you want to talk to them?” (Alyku- 
lov through his lawyer declined to comment.) 

Two weeks before Christmas in 2012, at 7 a.m. on a 
Tuesday, Hayes heard a knock at the door of his home. 
More than a dozen police officers and Serious Fraud 
Office (SFO) investigators swept through the property, 
gathering computers and documents into boxes. Hayes 
was arrested, taken to a London police station, and told 
he was suspected of conspiracy to defraud. 

Hayes declined to comment and was released. Eight 
days later, he would later testify, he was watching TV 
when a bulletin cut to a press conference in Washing- 
ton. Before flashing cameras, U.S. Attorney General Eric 
Holder announced that UBS had been fined $1.5 billion 
and had pleaded guilty to rigging Libor at its Japanese 
arm. The Justice Department was also criminally charg- 
ing Hayes and a former colleague, Roger Darin, and 
seeking to extradite them. Hayes had had no idea. 

Hayes considered the evidence against him. Investi- 
gators on three continents had thousands of his incrim- 
inating e-mails and audio recordings. The only way to 
avoid extradition to the U.S. and its harsh sentencing 
laws, Hayes’s lawyers told him, was to enter a “super- 
grass” (informer) deal in the U.K., confessing every- 
thing and giving up everyone he’d collaborated with. 
The British were eager to cut a deal. They’d been late to 
the investigation but still wanted a guilty plea at home. 

So began a period of intense unburdening. Over the 
next three months, Hayes’s life eased into a familiar 
routine. At least once a week, he would make his way 
to the SFO, just off Trafalgar Square. After signing in 
under a false name-usually some former legend from 
his beloved Queens Park Rangers soccer team-he took 
the elevator to the fourth floor, walked past the vending 
machines, and stepped into his confessional: a stark 
white room with a desk, a projector, his lawyer, and 
two investigators in suits. They barely had to prod to 
get him to talk. 

“The first thing you think,” Hayes said early on, “is 
where’s the edge, where can I make a bit more money, 
how can I push, push the boundaries, maybe, you 
know, a bit of a gray area, push the edge of the enve- 
lope.” He finally paused for breath. “But the point is, 
you are greedy, you want every little bit of money that 
you can possibly get because, like I say, that is how you 
are judged, that is your performance metric.” 

One investigator began: “At the time that the conduct 
took place, do you think you knew at that point, that 
what you...” 

“Well look, I mean it’s a dishonest scheme, isn’t it?” 
Hayes interrupted. “And I was part of the dishonest 
scheme, so obviously I was being dishonest.” Hunched 
over a desk in the cramped interrogation room, he 



stared vacantly ahead as he launched into another 
cathartic torrent. 

Hayes seemed to relish reliving moments from his 
past, his voice speeding up when he described heady 
days piling into positions, squeezing the best prices 
from brokers, and playing traders against each other. 
“Trading a large derivatives book,” he said during one 
exchange, “is like looking after a big, living organism. 
After trading for years and years, you get an innate 
feeling for how everything relates.” 

In June, after 82 hours of interviews, Hayes was for- 
mally charged. He’d identified more than 20 people as 
co-conspirators, including his stepbrother. (O’Leary is 
not facing charges, nor is Pieri, Hoshino, or McCappin.) 
The list included traders at JPMorgan, RBS, Deutsche 
Bank, and HSBC, as well as brokers at the two biggest 
interdealer brokerage firms. For Hayes, betraying the 
men was rational. Knowing that he would serve a likely 
shorter sentence in the U.K. and not in the U.S. prison 
system, he said, made him feel like a man who’d been 
diagnosed with cancer and then given the all-clear. 

As the scope of the Libor scandal grew that summer, 
making headlines around the world, Hayes’s relief was 
corroded by anger. Over the course of his confession, 
investigators had shown him pieces of evidence that he 
couldn’t forget. As much as they illustrated the strength 
of the case against him, he thought they also proved 
the unfairness of it all. Hayes spent the summer inside 
his house poring over documents that fueled his indig- 
nation: e-mails from senior managers condoning his 
efforts; transcripts that showed manipulation predat- 
ing his hiring; even what he believed were internal bank 
guidelines on cheating the system. A rage built inside 
him. Libor-rigging was an industrywide practice. Why 
should he take the fall? 

On Oct. 9, as the SFO was finalizing its case against 
Hayes and his co-conspirators, a white envelope 
arrived. It was from Hayes’s lawyers. “As a matter 
of courtesy we are now in a position to advise that 

paused , 
i f somehow aware 
the trap 

Mr. Hayes will plead Not Guilty to all Counts,” the letter 
said. “Accordingly he now formally withdraws from the 
process.” Having avoided extradition, the natural-born 
trader was taking the biggest risk of his life, reneging 
on the deal and entrusting his fate to random jurors 
in a London courtroom. 

“I’d rather put my fate in the hands of 12 people than 
plead guilty to a politically driven process,” Hayes later 
said. “I may not agree with what they decide in the end, 
but I will accept it.” 

NINE A n May 26, 2015, seven years after inves- 

I I tigations began, the first individual to 
face trial for rigging Libor walked ner- 
vously past a packed gallery and took his seat in Court 
Two of Southwark Crown Court, an austere brown- 
brick cube on the bank of the River Thames. Dressed 
in chinos and a black sweater, and wearing no tie, his 
blond hair atypically neat, Hayes looked meek-and not 
at all like the aggressive bully the prosecution wanted 
to portray. His mother watched from a reserved seat 
among the press pack. 
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The jury, seven men and five women, was told 
about Hayes’s Asperger’s diagnosis early in the pro- 
ceedings. The disorder didn’t affect his ability to dis- 
tinguish between honest and dishonest acts, the judge 
said, but might help explain the brusque nature of his 
answers. Because of his condition, Hayes was allowed to 
sit behind a desk with his legal team rather than alone 
in the dock, an enclosed glass box in the center of the 
courtroom. Next to him throughout the trial was an 
intermediary whose role was to monitor Hayes for signs 
of stress and who would mouth “calm down” when he 
became irate, which often included shaking his head 
wildly and scribbling notes to his lawyers. 

The SFO’s chief prosecutor, Mukul Chawla, an 
amiable bear of a man in a black robe, with a mane 
of silver hair and an e-cigarette he puffed on during 
breaks, presented the case against Hayes in measured 
tones. “You may think, having heard the evidence, that 
here the motive was a simple one,” he said during his 
opening. “It was greed. Mr. Hayes’s desire was to earn 
and to make as much money as he could. The more 
that he earned for his employers, the more they would 
value his services and inevitably, he hoped, the more 
that they would pay him.” 

There was no disputing what Hayes had done, but 
to get convictions, Chawla needed to demonstrate that 
Hayes knew what he was doing was dishonest. The pros- 
ecutor’s greatest weapons were the trader’s own words. 

“I knew that, you know, I probably shouldn’t do it,” 
Hayes said in one 2013 interview with the SFO, played 
at high enough volume through the court’s speakers 
that they started to distort. “But, like I said, I was par- 
ticipating in an industrywide practice that predated my 
arrival at UBS and postdated my departure.” 

When it was Hayes’s turn on the stand, he disavowed 
the SFO interviews, claiming he’d exaggerated his cul- 
pability to make sure he would be charged in the U.K. 
During two weeks of testimony, Hayes argued that he 
wasn’t dishonest, because the practice of trying to influ- 
ence Libor was so common across the industry he had 
no idea it was wrong. His counsel backed up his claims 
with documents showing managers at UBS encourag- 
ing his behavior and the BBA sanctioning lowballing 
during the crisis. 

At one point, Hayes broke down in tears. “I don’t 
think I’ve done anything,” he said, looking to his wife 
in the gallery, her blond hair tied neatly back and her 
hands clasped in her lap. She nodded back in support. 

When the prosecution played audio clips of Hayes 
joking around with his contacts in the market, he looked 
down and smiled to himself, caught up in the memories. 
“It could be the worst job in the world,” Hayes testified. 
“It could make you want to jump off a bridge, and it can 
make you feel physically sick every time you went into 
work.” Still, one of the hardest things about his current 
situation, he said, was that he was no longer allowed to 
trade. “I was, and to a lesser degree now, still obsessed 
with the markets, the financial markets, and very, very, 
very much miss my old job,” he said. “I very much miss 
my old career. It was a big, big part of my identity, that 
job and that career for me.” 

By the end of Hayes’s first week on the stand, what 
had begun as an open-and-shut case was slipping away 
from Chawla. The young man came across as straight- 
forward, affable, naive-as much a victim of the system 
as the perpetrator of a crime. 

But any hope for Hayes drained dramatically upon 
cross-examination. Asked to confirm basic facts, such 



as what instruments he traded, he turned evasive 
and combative. Physically, he tensed up, clenching 
his jaw and narrowing his eyes. When Chawla probed 
Hayes on the evidence against him, Hayes changed the 
subject, decrying the investigation as lacking any rigor- 
ous analysis and claiming he was a victim of a struggle 
for supremacy between the U.K. and U.S. authorities- 
a “fugitive from American justice.” At one point, the 
judge intervened, telling Hayes to answer the questions 
and refrain from speeches. A member of the defense 
team moaned during a break: “Two years of my life 
over in two minutes.” 

Ten weeks after the trial began, the jury was sent 
away to deliberate. After five days, they returned a unan- 
imous verdict: guilty on all counts. 

Half an hour later, Hayes walked back into the 
packed, hushed courtroom for the final time. On this 
occasion he couldn’t avoid the dock. Before entering, 
he asked a uniformed guard if he could kiss his wife 
goodbye. Dressed in a blue shirt and light blue sweater 
and carrying an overnight bag, he was led into the glass 
cell, and the door locked behind him. 

Hayes barely reacted when the judge announced 
he would be imprisoned for 14 years, a sentence at the 
highest end of the spectrum for white-collar criminals in 
the U.K. His wife shook her head, bent forward toward 
her lap, and grasped the arm of Hayes’s mother, who 
stared straight ahead, silently shaking. 

“What you did, with others, was dishonest, as you 
well appreciated at the time,” the judge said in his closing 
remarks. “What this case has shown is the absence of 
that integrity which ought to characterize banking.” 

TEN ayes is now incarcerated at Her 

Majesty’s Prison Wandsworth, a 
I Victorian fortress south of the Thames 
known for its poor conditions and violent residents. In 
October, the six brokers accused of using their sway 
over the banks to help Hayes push around Libor will 
follow his path up the steps of Southwark Crown Court 
for their own trials. The SFO says privately it plans to 
charge other co-conspirators in the months ahead. 

The investigations into Libor kick-started by 
McGonagle and his colleagues at the CFTC have 
resulted in close to a dozen banks being fined a com- 
bined $10 billion. More than too traders and brokers 
have been dismissed or have left the industry. For those 
who remain in banking, the trading floor in the post- 
Hayes era looks like a very different, more chastened 
place. Emboldened by their success on Libor, regu- 
lators have successfully settled manipulation probes 
in foreign exchange, precious metals, and derivatives 
markets. Banks have built up their compliance staffs. 
Gone are the bank-funded trips to Val d’lsere and the 
$1,000 meals at Le Gavroche. Traders today describe 
living in a state of paranoia that their past conversa- 
tions will be raked over and used against them. The 
draining of excess from banking in recent years is 
commonly attributed to the financial crisis. But as the 
public well knows, nobody who ranked on Wall Street 
went to jail over subprime mortgages. With Hayes 
behind bars and others set to follow him to the dock, 
Libor and the related collusion cases have an equal 
if not greater claim to the new, subdued reality. © 



Adapted from The Fix: How Bankers Lied, Cheated, and 
Colluded to Rig the World’s Most Important Number 
by Liam Vaughan and Gavin Finch (Wiley, 2016) 



1 Jarvis was 16 when he started 
working at a McDonald’s in 
Saginaw, a city in Michigan, 
in 1965. His first customer 
ordered an All-American: a 
burger, fries, and shake for 
52<p. Soon Jarvis was working 
50 hours a week and catch- 
ing up on sleep at school. He 
skipped college to manage res- 
taurants. By 1977 he was advis- 
ing McDonald’s franchisees 
and helping with store open- 
ings across the state. One day 
in 1980, as he was unpacking 
his garment bag, his young son 
asked, “Daddy, where do you 
live?” So the next year he bought a McDonald’s in Hastings, 
southeast of Grand Rapids. Over the years he hired hundreds of 
employees, saw dozens of menu items come and go, and spent 
four or five hours a day, five or six days a week, watching over 
the counter and grills from his vantage at the fry station. 

Jarvis looked forward to celebrating 50 years with McDonald’s 
this past May. And then, six months short of that milestone, he 
sold his restaurants. “I wanted to get the hell out,” he says one 
recent morning as he sits in the Hastings McDonald’s, sipping 
a skinny vanilla McCafe Latte. Such “foo-foo coffee,” as he calls 
espresso and its variants, is partly why he bailed: He loves the 
taste, but the complexities of making it came to epitomize his 
disillusionment with McD’s. “The service times went up because 
of the expansion of the menu,” he says. “I think they went a 
little overboard. It was difficult in the kitchen. When I would 
come down Apple Street behind the restaurant and see cars 
backed up at the drive-thru, my stomach would just knot up. 

The people were different, the company was different. It became 
very frustrating.” 

There are 5,000 McDonald’s franchisees around the world. 

They run 82 percent of the chain’s 36,000-plus restaurants and 
generate a third of its $27.4 billion in annual revenue. The average 
franchisee has six outlets; Jarvis had two, including one he built 
in Gun Lake, near Hastings. A lanky 67-year-old known around 
Hastings as Big Al, he likes to say he has ketchup in his blood. His 
watch is embossed with the Golden Arches logo. “McDonald’s 
was awful good to me,” he says. “I believe in the brand.” But 
like many of his fellow operators, he wonders whether exec- 
utives at headquarters will figure out how to innovate while 
staying true to the chain’s promise of serving good-tasting food 
fast. Jarvis’s experience suggests the answer is no, and unlike 
current franchisees, who are reluctant to speak on the record 
because they don’t want to provoke HQ, Jarvis is free to say what 
others can’t or won’t. 

“I don’t think they know what they want to do,” he says of 
McDonald’s top executives. “They’re saying, ‘Let’s go back 
to basics,’ then they’re doing these customized burgers, 'Q' 
and they’re talking about all-day breakfast.” He shakes /y 
his head. “I feel sorry for the managers and the 
crew. That’s not our niche. We make burgers . ^ ^ 

and fries.” 

For the first time in at least three t 
decades, McDonald’s this year will xxr ^ 



gets 30 percent of its revenue, have declined in eight of the 
past to quarters. It’s a number that Wall Street watches closely. 
The company’s shares have underperformed the Standard & 
Poor’s 500-stock index for the last three calendar years. 

McDonald’s has gussied up its restaurants, stuffed tortillas 
with baby kale, and promised to rid its chicken of antibiotics, 
all to little avail. This year it promoted a sirloin burger in ads 
bringing back the Hamburglar character as a hipster with chin 
stubble and a Zorro mask; the company recently said the sand- 
wich didn’t meet sales expectations. The sirloin burger was only 
the latest would-be hit that flopped. 

At the same time, a glut of new menu items has slowed service 
to the point that McDonald’s drive-thru waits in 2013 grew to their 
longest since at least 1998, according to QSR, a restaurant indus- 
try magazine. Slowness at McDonald’s is, of course, sacrilege. If 
nothing else, the chain has always been known for speed. Ever 
since the days of owner Ray Kroc, it’s been a growing network 
of continuously improved assembly lines delivering the exact 
same food in the exact same form as quickly as possible. 

And it’s not like people are tired of burgers. Smashburger, 
In-N-Out Burger, BurgerFi, and Five Guys Burgers & Fries are all 
expanding. So is Shake Shack, which has grown from a cart in a 
Manhattan park in 2001 to 71 locations (each estimated to ring 
up, on average, about twice the sales of a McDonald’s store in 
the U.S.) and which saw a January 2015 initial public offering. In 
Chicago, customers wait in line for three hours for the cheese- 
burgers at haute diner Au Cheval. 

McDonald’s is also trying to compete with Starbucks, Chick- 
fil-A, and Jamba Juice. Rare is the food trend that the company 
won’t try to prefix with Me. “They’re doing too much,” says Bob 
Goldin, executive vice president at researcher Technomic. “And 
they don’t seem to be the best at anything anymore.” Franchisees 
polled recently by industry analyst Mark Kalinowski registered 
their gloomiest six-month outlook in the survey’s 12-year history. 

This summer, McDonald’s raised hourly worker wages at 
company-owned stores to at least $1 above the local minimum. 
That may be a good or bad move, depending on one’s views 
of the free market. Either way, it put pressure on independent 
operators to follow suit, which hardly renewed their affection 
for the suits at headquarters. Steve Easterbrook, the 48-year-old 
Brit who became chief executive officer in March, has named 
an executive to strengthen ties with franchisees. In an e-mail, 
McDonald’s spokeswoman Becca Hary said, “We have a strong 
working relationship with our independent franchisees, and 
together we are standing strong and working to turn around 
McDonald’s business.” 

In early September, McDonald’s announced it would start 
offering all-day breakfast across the U.S. Customers will soon be 
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close more restaurants in the 
U.S. than it opens, for a 
net loss of 59 locations. 
Same-store sales in 
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order a 
limited selec- 
tion of break- 
fast items past the 
usual 10:30 a.m. cutoff. 
That will require changes 
in the restaurants, such as 
finding room on the grills for 
eggs and in the fryer baskets for 
hash browns when most customers are 
ordering burgers and fries. Those changes 
cost money-including a potential $500 to $5,000 
for equipment-that will fall mostly on franchisees. 
Customers will be displeased to learn that some of their 
favorite items, such as Egg McMuffins, won’t be available 



the U.S., where after 10:30 everywhere. It all depends on a particular out- 

McDonald’s O V let’s capacity, staffing, and configuration of kitchen equipment. 




Serving food at McDonald’s scale is an intricate ballet, and adding 
complexity can lead to longer lines. “I’m not going to miss that 
at all,” Jarvis says. 

The franchise Jarvis bought in 1981 sits on State Highway M-43 
just west of downtown Hastings. Lined up on either side of 
the road are Burger King, Wendy’s, Pizza Hut, KFC, Subway, 
Biggby Coffee, and a handful of other chains. There’s an auto 
parts store where Jarvis’s main rival three decades ago. Burger 
Chef, once stood. 

He won’t say what he paid for his store, but he had to take 
a Small Business Administration loan at the Jimmy Carter-era 
interest rate of 16 percent. And the store was a fixer-upper, 
losing money in a state where a healthy McDonald’s could 
bring in $750,000 to $900,000 in annual revenue, as much as 
$2.4 million in today’s dollars. Employees were “hanging out 
windows smoking cigarettes, giving free food to their friends,” 
he says. Even the coffee was terrible-no one was keeping the 
coffee-making gear clean. 

At least the menu was blessedly simple, with about a third 
of today’s 100-plus items. “Back then, you could crank out a lot 
of burgers with to-to-l meat,” Jarvis says, referring to boxes of 
10 burger patties per pound. He quarterbacked his staff from 
the fry station near the center of the store, becoming a stickler 
for following McDonald’s exacting standards for preparing food. 
“French fries were our bread and butter,” he says. “I wanted a 
fry person who, when the fries were seven minutes old in the 
fry basket, they would throw them away. It’s in the manual.” 

He supported the local 4-H and joined the Kiwanis club, the 



country club, and a bowling league. He’s still in the bowling 
league (175 average, high game 256) but not the country club. 
“I found out the country club wasn’t as good for eaters as the 
bowling league,” he says. 

Jarvis thought he could get the store into the black in six 
months; it took 18. One of his worst years was in the late 1980s, 
after the local Burger Chef went out of business. Without a rival 
down the block, “we didn’t have to work as hard,” he says. 
Service suffered. Customers went to Kalamazoo and Grand 
Rapids to try other restaurants. “I like competition,” he says. 
“It keeps families in town.” 

By the ’90s, things were better, and annual sales were rising 
by the double digits. At headquarters in suburban Chicago, 
he says, “I was a hero.” He was also becoming a bit of a recal- 
citrant, shunning company meetings and conventions so he 
could mind his store: “I was more interested in building my 
own business.” 

McDonald’s franchisees can be a cranky bunch, chafing 
under corporate dictates even as they embrace the brand. 
Some of the tension comes from conflicting agendas between 
headquarters and store operators. Although the company 
owns only 18 percent of its stores worldwide, it owns or con- 
trols the land and buildings for the vast majority. McDonald’s 
charges franchisees rent ranging from 8.5 percent to 15 percent 
of revenue, depending on location and other factors. It also 
collects a 4 percent royalty on sales, and franchisees contrib- 
ute to national and local advertising funds. 

So while McDonald’s focuses on the stores’ top line, oper- 
ators worry about what’s left after paying rent, royalties, 




payroll, and other expenses. Generally, they do well. Jarvis 
declines to discuss his income, but it’s not unusual for owners 
to make six figures, according to Arturs Kalnins, a management 
professor at Cornell who studies franchising. An owner who 
regularly works in a McDonald’s can collect a manager salary 
of $108,000 on top of the store profit, he says. 

The calculus gets more complicated when McDonald’s 
insists on, say, a new product such as McCafe coffee, requir- 
ing a $15,000 to $20,000 espresso machine. The franchisee, 
not the company, pays for it. On bigger projects such as store 
remodelings, the company sometimes shares the cost. 

Everyone’s happy so long as a given investment attracts 
enough business to recoup the costs. Jarvis was delighted in 
1998, after he paid to replace his original restaurant with one 
next door that included an enormous indoor playground. Fam- 
ilies with little kids loved it. 

The same year, McDonald’s expanded into its 114th country 
(Sri Lanka, FYI) and opened its 12,472nd U.S. location. But 
domestic sales were lackluster and franchisees restless. Cus- 
tomers were opting for what they saw as better-tasting burgers 
at Wendy’s and Burger King. Analysts urged McDonald’s to con- 
sider what else it could sell. 

Even during those off years, Jarvis says his store did fine 
by adhering to Kroc’s QSCV doctrine: quality, service, clean- 
liness, and value. Jarvis says he leaned heaviest on the Q. “If 
1 go to a restaurant and wait a few minutes and have a great 
meal. I’ll overlook a little more time,” he says. “If I have a bad 
meal, I’m never going back.” 

In 2013, McDonald’s rolled out the McWrap. Executives hoped 
the salad-in-a-tortilla-years in the making-would entice 
millennials who were gravitating toward carnitas and fajita- 
veggie burrito bowls at Chipotle. Jarvis liked the taste and 
novelty of McWraps, but he didn’t like how tricky they were 
to prepare. Corporate policy allots a 90-second window for 
serving each customer, no matter the order, which Jarvis found 
impossible with the McWrap. “I was happy with three minutes,” 
he says. 

It took 20 seconds alone to steam a McWrap tortilla. Chicken 
had to be chopped and stuffed inside, along with sauce, bacon, 
lettuce, tomato, and cucumbers, depending on which of the 
nine varieties of McWrap a customer ordered. The whole thing 
then had to be rolled tight enough to fit into a slim cardboard 
box designed to make McWraps easier to eat while driving. 
Tortilla rolling turned out to be an inexact science. Sometimes 
the finished wraps were too big for the boxes and had to be 
rerolled. Fitting them in quickly and consistently “was a night- 
mare,” says Annette Snyder, who’s been general manager in 
the Hastings McDonald’s for more than 30 years. McWraps are 
now off the menu at about half of the stores in the U.S., includ- 
ing the one in Hastings. 

McWrap was just the latest concoction to bog down Jarvis’s 
kitchen. His restaurant had been slowing since 2005, as 
McDonald’s expanded the menu with new salads, McGrid- 
dles. Fruit N’ Yogurt Parfaits, the Big N’ Tasty burger, and other 
items-some of which sold, some not, Jarvis says. McCafe bev- 
erages, which premiered across the U.S. in 2009-lattes, cap- 
puccinos, mochas-were especially troublesome. Orders backed 
up as staffers changed 5-gallon bags of whole and skim milk at 
least once a day and juggled ingredients for dozens of drink 
variations on a single machine. Jarvis didn’t have room for two. 
“The drinks are all very good, but you have one machine, and 
it only makes the drinks so fast,” Snyder says. “It has really 
slowed things down.” McDonald’s says McCafe beverages have 
added $125,000 in annual revenue per restaurant. 

The Dollar Menu, introduced in 2002, helped bring in 



Franchise 

McNomics 



Estimated financial breakdown 
for McDonald’s franchises in the U.S* 



Sales: $2,700,000 


Food costs 


-$810,000 


Paper costs 


-$108,000 


Gross profit 


$1,782,000 




Controllable expenses: 


Crew payroll 


-$540,000 


Manager payroll 


-$108,000 


Payroll taxes 


-$54,000 


Advertising 


-$108,000 


Promotions 


-$13,500 


Outside services 


-$27,000 


Linen 


-$5,400 


Operating supplies 


-$27,000 


Maintenance and repair 


-$40,500 


Utilities 


-$81,000 


Cash over/short 


-$2,700 


Miscellaneous 


-$13,500 


Profit after controllables 


$761,400 




Noncontrollable expenses: 


Rent and fees 


-$391,500 


Legal and accounting 


-$8,100 


Insurance 


-$54,000 


Taxes and licenses 


-$27,000 


Miscellaneous income and expenses 


-$2,700 


Depreciation and amortization 


-$94,500 


Interest expense 


-$27,000 


Net nonproduct 


-$2,700 




Total operating income: $153,900 



*Figures may be rounded off 

SOURCE: JANNEY CAPITAL MARKETS. FIGURES ARE FROM 2012 









customers during the Great Reces- 
sion. But as beef and other com- 
modity costs went up, Jarvis raised 
prices of some dollar items to $1.10 
and $l.20-as is a franchisee’s prerog- 
ative-and “got harassed about it” by 
the company. “We were just losing 
money,” he says. And whether fran- 
chisees turned a profit or not, they 
had to pay royalties on the revenue. 

At McDonald’s behest, Jarvis tried to 
keep his store open 24 hours in 2009. 

He figured he needed $100 an hour 
of revenue to break even, but he was 
getting only $15 or $20 from 2 a.m. to 
4 a.m. He tried the always-open exper- 
iment twice and gave up both times 
after a few months. He did, however, 
like headquarters’ idea of adding a 
second drive-thru. Vehicles in the 
single lane had been backing up onto 
the highway. The new lane, which cost 
him $100,000 to build, paid for itself 
within a year. But even with the two 
lanes, lines of vehicles started building 
up again as his employees scrambled to 
make skinny vanilla McLattes. 

By early 2014, after several years of slowing sales growth, 
Jarvis decided enough was enough. That March, during his 
annual operator’s review, he told McDonald’s he intended to 
sell both his stores. 




Big Al” Jarvis 



“No business or brand has a divine right to succeed,” McDonald’s 
CEO Easterbrook said in a widely viewed company webcast on 
May 4. “The reality is, our recent performance has been poor.” 

McDonald’s is still the biggest chain in the $222 billion U.S. 
fast-food market. And it has rallied from tough times before, 
most notably in 2003, under the “Plan to Win.” The company 
then de-emphasized opening stores in favor of luring more cus- 
tomers to existing outlets with better food and surroundings. 

It changed how its burgers were cooked to make them juicier. 

It also added items it said customers demanded: McGriddles, 
juice, and other nonsoda drinks, along with salads. It focused 
on friendlier and faster service and introduced its first global 
advertising campaign, “I’m lovin’ it.” 

In his webcast and conference calls with analysts, 

Easterbrook said he wants McDonald’s to respond more quickly 
to food trends while improving service-by simplifying the 
company itself, reducing menu items, and shifting more day-to- 
day control to franchisees. McDonald’s is toasting buns longer, 
experimenting with delivery, rolling out a mobile app, gradu- 
ally shifting to “cage-free” eggs, and testing touchscreen kiosks 
for customized burger orders. The kiosks have been favor- ffr 
ably received in France and China. All-day breakfast could ... 

increase sales by as much as 2.5 percent, according to jv Ap ( 

notes from an August presentation to franchisees by 



Subway, not a single one. McDonald’s 
would collect rent and royalties from 
those restaurants without having to 
manage them. 

Investor Larry Robbins, CEO of 
Glenview Capital Management, has 
urged the company to spin off its 
property holdings into a real estate 
investment trust. Such a REIT-which 
McDonald’s executives haven’t ruled 
out-might unlock billions in cash the 
company could bestow on sharehold- 
ers via stock buybacks and special div- 
idends. Or the spinoff could distract 
management from efforts to boost 
sales and streamline restaurants, 
says Bloomberg Intelligence analyst 
Jennifer Bartashus. And if the stores 
don’t perform well, McDonald’s and 
its franchisees could be stuck paying 
rent under long-term leases. 

Maybe there’s nothing McDon- 
ald’s can do to restore its mojo. With 
69 million customers a day around the 
world, it’s hardly about to go out of 
business. Perhaps it will simply muddle 
on, generating royalties and rent as the 
Chipotles and Panera Breads of the world steal its customers. Cor- 
nell’s ICalnins offers an alternate possibility: that the retirement 
of people Jarvis’s age will make room for a younger, more ener- 
getic wave of franchisees. 

The buyer of Jarvis’s outlets is Keith Berg, 41, a second- 
generation franchisee who already owns two locations. He 
says Jarvis ran “great stores,” so he hasn’t changed much yet. 
He retained Snyder, the general manager in Hastings. After 
asking employees what equipment they needed, he bought 
two digital labeling systems that help keep track of expiration 
dates on parfaits, salads, pies, and other prepared items. He 
plans to remodel the outside of the Hastings store and bought 
a machine that will let workers steam more buns and tortillas 
at once. “We need to continue to be a quick-service restaurant 
and also keep in mind what customers are asking for,” he says. 
For all-day breakfast-which customers have demanded for 
years-he says he’ll consider adding a worker or two at the 
grill for the lunch rush. 

Jarvis says he’s put on weight because he’s not running around 
in his stores anymore. He visits the Hastings location most days 
to get a foo-foo coffee and see old employees and customers. 

If he were 



Mike Andres, McDonald’s U.S. president 
Easterbrook also plans to sell 3,500 of 
McDonald’s 6,700 company-owned stores 
to franchisees over the next three aO 
years. The company then would t 
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McDonald’s 
CEO, he says, he’d 
U 0 get rid of the bagels, 

jjfir wraps, and salads and 

move the foo-foo drinks to 
^ standalone McCafes in strip malls. 
' He likes the idea of using kiosks for 
custom ordering, which he says should 
improve order accuracy and reduce argu- 
ments with customers. 



own about 10 percent of its 
restaurants. Burger King, 
by comparison, owns 
less than 1 percent 
of its stores; 






His final day as a franchisee was a Tuesday last 
fO** November. He went to the Hastings restaurant that 

. 0 ^ evening to meet Berg. They counted uniforms and emptied 

the safe of Jarvis’s cash. Berg wrote Jarvis a check for the inven- 
' /Jr . ' tory; Jarvis posed for a farewell photo with Snyder. He didn’t leave 

till after midnight. His eyes well up at the memory. “It’s like I sold 
my family,” he says. © 
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Saving People 
Money Since 1936 




... that’s before there 
were photocopiers. 



GEICO has been serving up great car insurance and 
fantastic customer service for more than 75 years. Get a 
quote and see how much you could save today. 

geico.com | 1-800-947-AUTO | Local office 
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Some discounts, coverages, payment plans and features are not available in all states or all GEICO companies. GEICO is a registered service mark of Government Employees Insurance 

Company, Washington, D.C. 20076; a Berkshire Hathaway Inc. subsidiary. © 2015 GEICO 
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t’s a few weeks before the new sitcom The Muppets 
airs on ABC, and Bill Prady, its co-creator and execu- 
tive producer, is on the set, watching Gonzo rehearse 
his lines. The show is a behind-the-scenes look at the 
Muppets’ private life as they produce a late-night talk 
show, much in the same style as 30 Rock. In today’s 
scene, Gonzo’s computer crashes. When the IT guy. 
Chip -a new Muppet-goes to fix it, he discovers that 
Gonzo has been catfishing women by posing online 
as the actor Liam Hemsworth. 

“Even I know that won’t work, and my entire life 
consists of two dates with a cashier from Walgreens,” 
Chip says. Prady frowns. “That’s an unnecessary jab 
at women who work at Walgreens,” he says. Prady, 55, 
has a large head, close-cropped hair, and a wide, thin mouth 
that makes him look a bit like one of the Muppets he’s filming- 
specifically Chip, who was modeled after Prady. 

They reshoot the scene. Dave Goelz, who’s been voicing 
Gonzo since 1976 and is manning both puppets, tries another 
joke for Chip: “My entire love life consists of going to the prom 
with my mother.” 

“Sister!” Prady suggests. 

Goelz tries it. Then aunt. Then grandmother. Sometimes 
Chip stares at Gonzo with his mouth open and eyes closed. 
Then Goelz gives him an overbite. He 
makes Chip snort when he laughs. He 
keeps trying things, and the scene takes 
an hour to film. It ends up being largely 
improvised, which is the way Goelz 
usually works. In the end. Chip’s dating 
experience is reduced to “an inappro- 
priately long handshake with a Jehovah’s 
Witness.” Prady finally laughs. 

The Muppets debut on Sept. 22 marks the 
first time in two decades that Jim Henson’s 
famous characters-Kermit, Fozzie Bear, 

Miss Piggy-will star in their own prime-time 
TV show. It’s been more than 30 years since they 
did so successfully. Their most famous outing, 
a comedy-variety act called The Muppet Show, 
went off the air in 1981. ABC tried to revive the 
concept with Muppets Tonight in 1996, but it 
lasted less than one season. 

Getting these characters back on TV has 
been Prady’s white whale. He’s been 
pushing Walt Disney, which owns the 
characters, to make a sitcom for years. 

“The Muppets have long been an after- 
thought [for Disney],” says James Marsh, 
a senior research analyst at Piper Jaffray Investment 
Research, who covers Disney. “They’ve owned the 
Muppets for a decade, and only now are they trying to 
monetize that.” Kermit the Frog may be iconic, but at a 
company that also owns Pixar, Star Wars, and 
Marvel, he’ll never be a top priority. 

Prady’s Muppet obsession dates to 1983, 
when Henson gave him his first writing job: 
lines for Rowlf the Dog to read at a U.S. Postal 
Service event. He was just starting to write 
for shows such as Fraggle Rock when 
his mentor died in 1990. Prady left the 
company a year later but still tears up 
when he talks about Henson. He even 
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owns a DVD of his funeral-complete with Muppet 
eulogy-that he’s never been able to watch. 

“I’ve had great teachers in my career, but my first, 
best teacher in all of this was Jim Henson,” he says. So, 
if anything, he wants to ensure his new show has the 
same feel as Henson’s work. Prady is using the same 
puppeteers and the same puppets, and he’s modeled 
Kermit’s office on the show after Henson’s. “If this only 
lasts one season, I will be incredibly grateful,” he says. 

“I will have done what I’ve always wanted to do.” 

Fortunately, The Muppets has the potential to be the 
rare network show that, despite television’s fractured 
state, manages to draw a solid, mainstream audience. 

“ABC’s good at family programming- Modern Family, 
Blaclc-ish, even Roseanne a long time ago,” says Brad 
Adgate, research director at Horizon Media. “The audi- 
ence for The Muppets is exactly that audience.” The 
network was also the only one last year to add 18 - to 
49-year-old viewers, primarily through its classic half- 
hour sitcoms. The Muppets may expand it even more. 

The network’s first ad for the show has been viewed 
1.2 million times on YouTube. USA Today and People 
are reporting on Kermit and Miss Piggy, who have split 
up, as if they’re an actual celebrity couple. Disney is 
already planning a live Muppet performance for one 
of its theme parks. New merchandise 
will likely follow. 

But getting the Muppets back 
on TV hasn’t been easy, despite it 
being their native medium. Henson 
first created them in the 1950s. They 
appeared on commercials and late- 
night variety shows, which drew adult 
audiences. The characters kept up 
with the times; by the 1970s, they 
were making sexual innuendos and 
contemplating their own mortality 
on The Muppet Show. 

Since Henson’s death, the 
Muppets have been passed around 
like foster children. They were 
almost bought by Disney in 1992, 
then sold to a German broadcasting 
company instead for $680 million 
in 2000. Henson’s heirs bought 
them back for a tenth of that, then 
sold them to Disney in 2004 for 
$75 million. For almost a decade, 

Disney considered the Muppets to 
be a line of children’s characters-Prady blames 
Henson’s Sesame Street characters and the 1984 
cartoon series Muppet Babies. “The guy who 
was in charge of Baby Einstein had the Muppets 
added to his bailiwick,” Prady says. “That tells 
you what Disney thought of them.” 

That mindset has been Prady’s biggest road- 
block. The first time he pitched a reboot, in 
2006, he made a 10-minute mockumentary 
about the puppets’ private life. They drank. 
They dated each other. Disney hated it. “I 
was literally told to destroy every copy I 
have,” he says. Instead, Prady focused on 
The Big Bang Theory, which he co-created. 







It was the second-most popular show on television last year, 
behind only Sunday Night Football. 

Then, earlier this decade, “there was a decision to relaunch 
the Muppets as an adult franchise in a big way,” says Debbie 
McClellan, vice president of the Muppets Studio at Disney. “But 
through film first.” Her studio released 20ll’s The Muppets, a 
musical starring Jason Segel and Amy Adams, which pulled in 
$165 million worldwide. Even then, the characters were con- 
sidered child-friendly. When Disney released the more mature 
Muppets Most Wanted in 2014, critics didn’t know what to make 
of it. “Grown-up jokes . . . make you wonder about the movie’s 
target audience,” one critic noted in the New York Times. 

The second movie didn’t do as well, making $80 million, 
but it altered Disney’s perception of the brand. Last year the 



company added the Muppets to its neul 
media division, which told Prady it mighif 
be interested in his old idea if he repitched it. I 
Soon after, the company took the concept tol 
Netflix, before ABC-also owned by Disney - 1 
stepped in. The network bought the show | 
immediately after a meeting last March. 

Prady assumed ABC would follow the I 
standard production calendar, meaning 
he’d produce a pilot for 2016’s fall TV season. 
Instead, the network-which declined to 
make executives available for an interview- 
wanted a complete Muppet sitcom ready 
to go in six months. Prady hired a show- 
runner, Bob ICushell, who worked on Anger 
Management, a Charlie Sheen sitcom. 
Together they developed the Muppets’ 
grown-up world. “They’re in their 30s and 
40s and have the kind of concerns that people 
that age have: rent, work, and love,” Prady 
says. Randall Einhorn, a director on Parks & 
Recreation and The Office, was hired to give 
the show the right reality-show feel. 

The new Muppets have edgier versions of 
their old personas: Gonzo is still an outcast, 
the Swedish Chef still loves meatballs, and 
Kermit is still the lovable straight man, 
even as he’s shacking up with a bedroom- 
eyed look-alike of his ex. (“What can I say? 
I’m attracted to pigs,” he jokes in the pilot.) 
But the show airs at 8 p.m., so most jokes 
come with the kid gloves. “I don’t know if an 
8-year-old will relate to a story of a stand-up 
comedian who gets in trouble because he’s 
using details from his personal life and his 
girlfriend in his act,” Prady says. “But if the 
stand-up comedian is a bear, maybe.” Every 
prop, down to Kermit’s coffee mug, must 
be specially designed, which makes the 
show costly to produce. “That’s one of the 
problems we always had-you’re essentially 
making a visual effects show in every shot,” 
says Alex Rockwell, former head of creative 
affairs for the Jim Henson Co. who now works 
there as a freelance producer. The budget for 
each episode runs several million dollars. 
Prady and Kushell won’t provide a number, 
but they say it’s about twice that of a regular 
sitcom. The Muppets takes six days to film an 
episode instead of the usual five. Miss Piggy has a tendency to 
karate-chop herself to death; her head, made of hard plastic, 
has to be replaced every 10 hours. For one episode, when Fozzie 
drives on a Los Angeles freeway, the set designers had to rig a 
small car and actually drive him in it. Everything on the show 
is done by hand just as it was under Henson. “This is much 
more complicated than anything on The Office,” Einhorn says. 

The show is funny in that benign sitcom way, and there’s 
something endearing about seeing the Muppets reunite again. 
But Prady and his crew don’t seem too concerned about it being 
a hit. Instead, they talk a lot about what Henson would have 
made of it. “Those of us who worked with Jim are forever loyal to 
him,” says Goelz, the voice of Gonzo. He’s 69 and signed a seven- 
ar contract. “We’re very protective of these characters.” © 
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Senor Frog’s attempts to succeed without spring breakers 
By Chris Rovzar 



A t Senor Frog’s in Times Square, 
you should pretend it’s your 
birthday. If you do, a scrum of 
young staff will gather by the DJ 
booth, then loop around the cav- 
ernous restaurant waving white 
flashing lights and carrying a 
whipped cream cake. When they 
get to your table, some of them will stand 
on the banquettes and dance. Others 
will light your dessert on fire. But they 
don’t quite have that part down yet, so 
the flames may get out of control, and 
someone will have to stomp them out 
on the floor. 

The relentlessly cheery employees 
have been trained to parade whether the 
restaurant is full or relatively empty, as 
it was one Thursday in September. The 
owners of Senor Frog’s, a chain of suc- 
cessful clubs based in Mexico, feel con- 
fident their tequila-plus-poor-decisions 
parties will fill an unmet need in Times 
Square. It’s the company’s debut in the 
Northeast and its second club not near a 
beach. (The first was Las Vegas, in 2012.) 

So far, the tables have mostly filled up 
with New York residents. “A couple of us 



went to Senor Frog’s in Cancun, and we 
loved it a lot,” says Kelly Anne Smith, 24, 
from the Bronx. Wooing nonvacationers 
is part of the business plan. “In almost 
every Senor Frog’s, we have a mix of 
25 percent locals and 75 percent tour- 
ists,” says David Krouham, the chief exec- 
utive officer of parent company Grupo 
Anderson’s. He began as a manager at the 
first Senor Frog’s, in Cancun, then helped 
the brand expand to other Mexican resort 
towns and eventually to rum-soaked 
spots like Aruba and Orlando. 

All locations serve food early in the 
evening but don’t truly get going until after 
10 p.m., with live music, shots, and games. 
Grupo Anderson’s has used this simple 
strategy to grow about 20 percent in 
revenue each year for the past five years. 
Krouham expects the company to reach 
$160 million this 
year. But he 
doesn’t intend 
to target other 
cities where it 
snows; New York 
is an anomaly. 

Then again. 



Times Square is also at a crossroads: Mayor 
Bill de Blasio is weighing whether to tear 
up its pedestrian esplanades in an effort 
to uproot hordes of tourist-abusing Elmos 
and topless painted ladies. 

For now, Senor Frog’s fits right in. 
Situated down the block from Madame 
Tussauds and Ripley’s Believe It or Not!, 
the subterranean space doesn’t make you 
feel as if you’re somewhere warm. There 
are no thatched cabanas, live palm trees, 
or shirtless guys in board shorts. There 
is, however, a gift shop where you can 
buy festive throw pillows. The ceiling, 
like at other Senor Frog’s, is covered with 
wooden panels inscribed with slogans 
that range from the vaguely misogynistic 
to the downright gross. “Drink till she’s 
cute, but stop before the wedding,” reads 
one. “Love is like a booger,” explains 
another. “You keep picking at it until 
you get it, and then you wonder what 
to do with it.” 

Hungry now? The food isn’t terrible, 
although it’s irrelevant. If you order the 
tacos, they come (for reasons a waiter 
couldn’t explain) in a ceramic kitchen 
sink. The ice cream is served in a plastic 
truck. You may be amused, but when 
you’re looking at a bowl of goop chang- 
ing color under flashing neon lights-at 
one moment you’re sure it’s guacamole, 
a second later it’s clearly refried beans- 
you won’t be able to think of the grub 
as anything but 
JP ■ party fuel. 

V “ You’ll need 

I it. A woman will 

approach with a 
bundle of long, 
thin balloons. 
Soon they’ll 
bfecome loopy 
hats that make 
revelers look like 
creatures out of 
Dr. Seuss. Diners 
will crush the 
dance floor with 
those wobbling antennae, singing like 
Whos down in Whoville. The house band. 
La Linea, will repeat a string of uncanny 
pop covers. And the MC will do anything 
to keep people pumped, screaming out 
dance challenges and offering two-for- 
one drinks. 

Are you going to spring for the giant 
$22.50 margarita, which is served in a sou- 
venir plastic palm tree that looks decid- 
edly phallic? It comes so utterly frozen, 
it will take minutes to suck the drink up 
the straw. Oh, look, now you’re part of the 
fun. Someone take a picture. © 
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It’s an intense session of 
uppercuts, side jabs, and 
fancy footwork done while 
wearing weighted gloves, 
interspersed with toning 
moves such as plies, leg 
lifts, and ab compressions. 
From $16; piloxing.com 





Exercise efficiently, thanks 
to newfangled classes 
that meld classic routines 
By Kayleen Schaefer 



BARRE RIDE 



SHRED415 



“We believe in the longevity of 
the concept-functional 
movement and treadmill 
running are not fads,” 
says Shred415 co-founder 
Bonnie Micheli. There are five 
locations in Chicago and one 
in St. Louis, each offering a 
program that uses intervals of 
sprinting and weightlifting 
to tone. Dim lighting 
and live DJs get you into 
a pump-it-up mood. 

$25; shred415.com 



CITYROW FLOW 

Think classic yoga mixed 
with a rowing machine. 
Helaine Knapp, founder of the 
New York studio that offers 
the classes, says, “The rowing 
interval at the beginning wakes 
up every muscle,” while the 
“flow focuses on aligning your 
breath with movement when 
the muscles are already warm.” 
$32; cityrow.com 



= BOWING 



The goal here is twofold: to 
build long, lean muscles and 
to keep from getting bored. 
“Although I believe everyone 
should be doing Pilates, it’s 
not healthy to be limited to 
one regimen,” says Sharon 
McSpedon, owner of the Pilates 
Barre in Ridgefield, Conn., and 
inventor of Tower Fusion. The 
class blends machine work 
with traditional ballet poses 
to “keep clients on their toes.” 
$26; pilatesbarrecore.com 



ZUMBA TONING 



The Latin-pop group dance 
of grandmas everywhere, 
now done while holding 1- or 
3 -pound sticks that look like 
maracas. They turn basic 
arm waves into biceps curls 
and triceps extensions. 
Prices vary; zumba.com 



BOOT CAMP - 



YOGA BODY 
BOOT CAMP 

Each lesson begins and ends 
with Vinyasa yoga, which 
emphasizes breathing through 
your nose rather than your 
mouth. The aerobic boot 
camp portion in the middle 
requires more intense effort, 
yet less concentration. 
“Students describe the class 
as challenging,” says founder 
Deborah Williamson, who’s 
expanded it nationally. From 
$15; yogabodybootcamp.net 



Sessions at Revolve Fitness 
studio’s D.C.-area location 
involve a half-hour of 
motivational stationary biking, 
followed by sculpting 
and stretching exercises that 
use the handlebars 
as a makeshift ballet barre. 
$20; revolvefitness.com 
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Los Cabos, 
Mexico 

This beloved Baja 
getaway is three destina- 
tions in one: historic San 
Juan del Cabo, drunken 
Cabo San Lucas, and 
a strip of beachside 
resorts known as the 
Corridor. Get close 
to the action without 
having to be part of it 
at Cabo San Lucas’s 
Resort at Pedregal. 
Rooms have private 
plunge pools and indoor 
fireplaces (from $775 per 
night; www.theresort 
atpedregal.com). 

Hit the sea: Boat out 
to Land’s End arch, a 
majestic rock formation 
that begs to be photo- 
graphed ($85 per adult; 
cabo-adventures .com) . 



Baltimore 

From a thriving craft- 
brew community to 
the arrival of numerous 
award-winning chefs. 
Charm City’s food scene 
is in full swing. Start at 
one of the Ivy Hotel’s 
18 cozy rooms, which 
come with afternoon tea, 
car service, and a compli- 
mentary minibar stock- 
ing house-made cookies 
(from $425 per night; 
theivybaltimore.com). 
Gorge on shellfish: 
Reserve a table at 
Woodberry Kitchen, 
where James Beard 
Award-winning chef 
Spike Gjerde uses 
regional ingredients 
in $17 blue crab flat- 
breads and other dishes 
(woodberrykitchen.com). 



Quebec City 

A 90-minute flight from 
New York airports, it’s 
got a Euro vibe-plus 
similar architecture and 
French cuisine-without 
crossing the pond. 
Following a $75 million 
renovation, the iconic 
Fairmont Le Chateau 
Frontenac recently 
introduced less chintzy 
rooms, a new spa, and 
three critic-baiting 
restaurants (from $135 
per night; fairmont.com/ 
frontenac-quebec) . 
Sightsee, lazily: Take in 
the city-one of the oldest 
European settlements in 
North America-by air 
with a private helicopter 
ride ($98 per person; 
complexecapitale 
helicoptere .com) . 



Mustique 

R&R is par for the course 
in the Caribbean, but this 
idyllic island takes it a 
step further with almost 
total privacy. Villa 
Collection rentals come 
with domestic staff and 
a golf cart-affectionately 
known as a mule-for use 
around the hilly terrain 
(from $5,250 per week 
for a one-bedroom villa; 
mustique-island.com/ 
the-villa-collection). 

Get cleaned up: The 
nearby Cotton House Spa 
partnered with organic 
beauty line Ila to create 
the $290 “Mustique 
immersion” scrub and 
massage using home- 
grown jasmine and virgin 
coconut oil (cottonhouse 
.net/the-spa). 



San Juan 

Islands, 

Wash. 

Early fall is often Indian 
summer here, making it 
ideal for being outside. 
Just a 45-minute hop on 
a $127.50 seaplane from 
Seattle, the archipelago 
is a respite from city 
life. Center yourself at 
Orcas Island’s Inn at 
Ship Bay, built around 
an 1860s farmhouse and 
tucked between heir- 
loom pear orchards 
(from $125 per night; 
innatshipbay.com) . 

Shop locally: Ferry to 
main San Juan Island, 
and stroll through Friday 
Harbor’s Brickworks-a 
year-round food, farm, 
and crafts market 
(fhbr ickworks . com) . 



Liverpool, 

England 

An hour’s drive from 
Manchester’s airport, 
the port town is perfect 
for pubbing, with hip 
bars and friendly locals. 
Hang out in the lobby 
of the Aloft Liverpool, 
where you can enjoy 
live music under the 
vaulted ceiling of the 
landmarked building. 
Upstairs, bright rooms 
have great skyline views 
(from $151 per night; 
aloftliverpool.com). 
Catch up on culture: Go 
to the revived Albert Dock 
area for modem art at the 
Tate (free; tate.org.uk). 
Then take in top-notch 
photos at the Open Eye 
Gallery’s waterfront home 
(free; openeye.org.uk). 
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An angled letter gives it 
a touch of playfulness 



The squat letters here 
are one type of humanist 
sans-serif font 





Circular letters-or 
letter centers-add calming 
symmetry 



GET SO 




Sans-serif is generally 
considered to look more 
relaxed compared 
with writerly serif options 



The modern company just wants to he liked 
By Caroline Winter 



facebook 



facebook 



O oogle updated its logo earlier 
this month. You’ve surely seen 
it by now, but let’s take a closer 
look: It retains the primary 
colors and playfully tilted “e” 
but introduces a new type- 
face. Called Product Sans, the 
update disposes of serifs, those 
flicks on the ends of letters, and uses 
fatter strokes reminiscent of kinder- 
garten lesson books. The spaces within 
the two “g”s and two “o”s 
are near-perfect circles. “We 
think we’ve taken the best of 
Google (simple, uncluttered, 
colorful, friendly) and recast 
it not just for the Google of today, but for 
the Google of the future,” brand execu- 
tives wrote in a launch announcement. 

Google also stumbled into a trend. “A 
lot of companies have used what we call 
humanist sans-serif fonts in the past two 
years or so,” says Hamish Smyth, associ- 
ate partner at the design firm Pentagram. 
A new go-to style, he says, is round 
and squat rather than angular or elon- 
gated. Startups such as Oscar, a health 





Google 



insurer, and Casp er, a mattress e-tailer, 
use similar circular lettering. In July, 
Facepook introduced a roomier look. 
And Pentagram recently helped 92-year- 
old Amalgamated Bank revamp its image 
with a curvy, all-lowercase nameplate. 

No study has been done on whether 
friendlier logos improve business-or 
even whether letters can be “friendly” in 
the first place-but fonts have been shown 
to influence perception. The new style 
suggests an effort to appear 
more accessible. Companies 
are more and more inte- 
grated into our everyday life, 
trolling for Facebook “likes” 
and putting ads on Instagram. “You 
can tweet at Coca-Cola, and somebody 
will get back to you,” Smyth says. Coke 
even went the extra step by giving its 
cans human names. “They try and keep 
it accessible rather than being Prada,” 
which, incidentally, is a good example 
of an unfriendly logo. It’s all black and 
caps-exclusive!-with type that has serifs 
and a sharp, daggerlike foot protruding 
from the “R.” 



Primary colors are youthful 
and approachable; plain black 
can seem stuck-up 



Like most early tech companies, 
Google started out with logos that were 
messes of drop shadows and 3D shading. 
Those versions were also friendly but in a 
dorky way. “Some people say it was kind 
of like training wheels to help people 
accept digital interface,” Smyth says. 
Since then the company has made minor 
adjustments every few years. Its most 
recent iteration before the update was 
flat with elegant lines. “It felt very man- 
nered, almost calligraphic,” says Jeremy 
Mickel, owner of Los Angeles-based type 
foundry MCKL. “They keep simplifying, 
reducing the colors.” This allows for more 
fluid adoption across devices and apps. 

As with most rebrands, the new logo 
triggered plenty of online kvetching: 
“Google took something we trusted and 
filed off its dignity,” argued Sarah Larson 
of the New Yorker. And tech companies 
run the risk of making the entire Internet 
look like a Crayola ad. “I think we could 
end up seeing a lot more logos done in 
a way that feels completely unoriginal,” 
Mickel says. Friendliness, after all, goes 
only so far. © 







What I Wear to Work 
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Your shirt is 
very classic. 

I love the idea of 
looking dean, even 
though I’m not 
necessarily in a 
clean environment. 



What’s Nayssan Properties? 
We do real estate development, 
construction management, and 
property management. Since 
2013 , my sister, brother, and 
I have acquired is properties. 
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What’s your 
work look? 

I’m a superdandy, 
but obviously I can’t 
go to a construction 
site in Armani pants. 
I try to express 
myself through 
objects with history. 



Do you dress like 
this off-hours? 

I’m much more 
eccentric off-site. 

I organize art shows 
in galleries, too. 

I like to look chic, 
because people 
call and say they 
want to see the 
art in 15 minutes. 



What’s the history 
of your scarf? 

It’s* a Japanese hand- 
painted tatugui. It’s 
multipurpose: to wipe 
glasses, use as a kitchen 
towel, and blot down 
my lace when it* hot. 



Are you of Japanese 
descent? 

No, I’m Persian, and 
I grew up in Paris. 
The meeting between 
Persian tastes and 
French tastes is 
sojapanese-it’s 
refined decadence. 



Are those wool pants? 

Virgin wool. They have 
a lot of give and stretch, 
and they’re warm-it’s 
cold when I wake up early 
in the morning. 



What makes those good 
construction shoes? 

They're comfortable and 
affordable. They get pretty 
banged up, so I get a new 
pair every month. 



Interview by Arianne Cohen 
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Etc. 



How Did I Get Hen 



School picture. 



SUZE ORMAN 



1956 



“I didn’t complete 
my language 
requirement, so 
I didn’t graduate 
from Illinois 
until I took Spanish 
at Hayward 
State in 1976.” 



“My bakery customers gave me 
$50,000 to open up my own restaurant. 
My broker put all the money in 
the options market, and it was lost in 
three months, but my bedroom 
was plastered with Wall Street Journal 
pages. I got totally hooked. 

So I interviewed.” 



Orman on 
tour-in a 
personalized 
bus-for her 
2003 book. The 
Laws of Money 



“Newmarket Press 
gave me $10,000 for 
You’ve Earned It, 
Don’t Lose It. I thought 
I had hit the jackpot.” 



With her partner, KT, 
on their boat 



“The 9 Steps to Financial 
Freedom came out in 
March 1997. In October 
the phone rings, and 
it’s a producer on 
The Oprah Winfrey 
Show. We sold 3 million 
copies in hardback.” 



Personal finance expert 



Education 



South Shore High School, 
Chicago, class of 1969 

University of Illinois 
at Lrbana-Uhamfxiign, 
x class of 1976 



Work 

Experience 



1973-80 

Waitress, 
Buttercup Bakery. 
San Francisco 

1980-83 

Account executive. 
Merrill Lynch 

1983-87 

Vice president lor 
investments. Prudential 
Bache Securities 

1987-97 

Principal, Suze Orman 
Financial Group 

1995 - 

Present 

Author 

1997-2015 

Contributor, 
TheOpruh Winfrey Show, 
Today, QVC, 

Ijarry King Live, 

O magazine, Self 

2002-15 

Host, producer, 

The Suit Orman Show 

2015 - 

Present 

Host, executive 
pnnluccr, Suze Orman's 
Money Wars 



Life Lessons 



“I was also a short-order 
cook. I was as fast 
as they came and loved 
serving people.” 



stockbroker 



in Oakland 



“I was the No. 1 salesperson 
in the U.S. for single-premium 
whole life insurance policies. 

I was constantly interviewed- 
that’s how I got used to TV.” 

“CNBC allowed me to be on 
iTunes for free, then they took 
me off because I was telling 
everybody to cancel cable.” 



With her “fave’ 
hairdresser, 
Kim Robinson 



: ‘It’s like Judge Judy meets Dr. Phil. 
If you watch Judge Judy, it’s 
all about money. We solve the 
relationship, and the money 
solves itself. It debuts in 2016.” 



1. “Money teaches you what you need to learn about yourself.” 2. “You’ll never be as wealthy as you are meant to be until you are totally powerful over yout 










Flexible data, Devices, 

Set-up, Dedicated support. 

Reports, Extended warranty, 
Refresh, Other stuff. Cool stuff. 

No CapEx, No surprises, 

No really. 

A bold new 

way to get 

wireless 

Mobility-as-a-Service 

Per seat. Per month. All you need. 



Find out more 



sprintcom/mass 



Sprint)^ 

Business 
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For companies with people in them' 





Reinvented from the inside out. 
Reinvented from the outside in. 
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Introducing the all-new GLC. Starting at S38.950. Whatevei your vantage point, 
the GLC is a game-changei. From its showstopping exterior to its technology-filled 
cabin From a suite of intelligent assistance systems that think, monitor and adjust 
as you drive to an infotainment system so smart, it can read your handwnting. “All new“ 
in every possible sense, the GLC resets the bai foi the luxuiy SUV. MBUSA.com/GLC 



Mercedes-Benz 



The best 01 nothing. 



2016 GLC 300 shown in Iridium Silver metallic paint with optional equipment. Vehicle available fall 2015. *MSRP excludes all options, taxes, title, registration, transportation charge and dealer prep. Options, model 
availability and actual dealer price may vary. See dealer for details. ©2015 Mercedes-Benz USA, LLC For more information, call 1-800-FOR-MERCEDES, or visit MBUSA.com. 




